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UnionBanCal Corparation 2007 Annual Report

UnionBanCal Corporation is a commercial bank holding
company. [ts major subsidiary, Union Bank of California, N.A.,
a commercial bank, provides a wide array of financial services
to consumers, small businesses, middle-market companies and
majot corporations.

As of December 31, 2007, Union Bank of California was among
the 25 largest banks in the United States, based on assets.
Subsidiaries of Union Bank of California include HighMark
Capital Management, Inc., a registered investment advisor;
UnionBanc Investment Services LLC, a registered broker/dealer
offering a full line of investment products to individuals and
institutional clients; and UnionBanc Insurance Services, Inc.,
which provides brokerage services for a full complement of
property and liability insurance products.

At year-end 2007, UnionBanCal Corporation had assets (including
discontinued operations) of $55.73 billion, 9,811 employces
(Full-time equivalent), and 326 branches in California, four in

Washington and Oregon, facilities in six other stares, and

two international offices.




UnionBanCal Corporation
Financial Highlights

FOR THE YEAR ENDED: 2006 2007
(Amonnts in thousands, excepe per share and pescentage dara)
Income from Continuing Operations $ 761,315 $ 569,866
Income from Continuing Operations per common share - basic 5.38 4.14
Income from Continuing Operations per common share - diluted 530 4.10
Net income 752,996 608,094
Net income per common share - basic 5.32 4.42
Net income per common share - diluted 5.24 4.37
Dividends per common share 1.82 2.03
Weighted average common shares outstanding - basic 141,620 137,617
Weighted average common shares outstanding - diluted 143,755 139,052
Return on average assets:

Income from continuing operations 1.52% 1.06%

Net Income 1.51% 1.13%
Return on average common stockholders’ equity

[ncome from continuing operations 16.64% 12.38%

Net Income 16.46% 13.21%
Net interest margin ' 4.08% 3.53%
Efficiency ratio 62.09% 62.95%
AT YEAR END:
Total loans (gross) $ 36,671,723 $41,204,188
Allowances for credit losses 2 412,431 493,100
Total assets 52,619,576 55,727,748
Total deposits 41,850,682 42,680,191
Stockholders’ equity 4,571,401 4,737,981
Book value per common share 32.86 34.37
Risk-based capital ratios

Tier 1 8.68% 8.30%

Total 11.71% 11.21%
Tangible common equity to total assets 7.85% 7.73%
Nonperforming assets to total assets 0.08% 0.10%

!Taxable-equivalent

* Includes allowance for losses related to off-balance sheet commitments.
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To our shareholders, customers, and employees:

As I write this letter introducing the 2007 Annual
Report, I find it hard to believe that I am fast
approaching the end of my first year as President
and CEOQ. It has been a year marked by difficulties
and challenges, but more importantly, by the
recognition of our strengths and the development
of new possibilities. I would like to share some
of my thoughts about the events of 2007 and also
give you my vision for 2008 and beyond.




MASAART TANAKA
PRESIDENT AND C HINY
INECUTINVE OFFICER
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We have successes to report. The company enjoyed strong year-over-year organic loan growth in all categories,
and both the average of total loans and core commercial loans increased. There was healthy growth in net
interest income in the fourth quarter compared to the third quarter, and we ended the year with an extremely
strong capital position. During 2008, we will need to keep a close eye on our credit quality as well as enterprise-
wide risk management to remain secure as possible as the market churns around us.

It is also important to note that during a time of great turbulence in the market, the sub-prime mortgage crisis
has affected us only indirectly. While we are prepared for a weakening of the economy, we continue to focus
on expansion and growth. This is an enviable position, and we are grateful to the sensible and conservative
decisions made by the bank’s leadership which have allowed us to get through the current uncertainty in the
global economy. A position of stability will allow us to be nimble and better able to react to rapid changes.

An area of challenge has been, and continues to be our financial performance. Revenue has not grown
satisfactorily, and this is a trend I am determined to reverse. There are some areas of significant strength in
our financial picture, and we need to emphasize how those elements can contribute more effectively to the
bottom line. But we also need to do a better job of meeting the real needs of our customers by offering services
thart capitalize on our entire portfolio, not on just a few products. The key to this picture is cross-selling,
and our customer retail segment strategy will be focused on that effort to help maximize the value of the
customers we already have and bring new customers through our doors.

However, I realize that we still need to be aggressive in moving our company forward. To that end, | have
committed to four goals during 2008. First, we have targeted revenue for 2008 to return to 2006 levels. Second,
we are planning for growth in our income from continuing operations. Third, we want to see growth in our
Earnings Per Share (EPS), and fourth, we want to see continued solid improvement in our efficiency ratio.

Working closely with our Board of Directors, we are focused on the future. We expect 2008 to be a year

of investment and foundation-building for the future in our strategies, our technology and our people, 2009
to be a year of demonstrated success and sustainability, and 2010 to be the year of breakthrough growth
and profitability.




UnignBanCat Corporation 2007 Annual Report 5

I believe that these are achievable goals, but they will require hard work and dedication from every employee.
I have made a personal commitment to achieve every one of these aspirations, and you can be assured that my
energies and time will be focused on moving us forward to growth and prosperity.

My first, and most important priority during 2007 was the establishment of a culture of compliance within the
company, at all levels of responsibility. We strengthened systems and compliance training, and enhanced incentive
programs to avoid the consequences of lapses and inattention to this crucial aspect of operations. I have also
worked hard to restore the confidence of our regulators in our institution and we have received valuable guidance
from them in the past year. This was our most serious challenge during 2007, but I am confident that we are now
taking all necessary measures to strengthen and sustain our compliance processes.

2007 also marked a change in the relationship we have with our majority ownership — a change for the better in
all respects. We are working toward closer ties and better sharing of resources and expertise, and 1 believe that
we’ve already made much progress. For the first time, the entire executive management team attended the semi-
annual management meeting in Tokyo in November and had the opportunity to engage in frank and productive
sessions with their counterparts from The Bank of Tokyo-Mitsubishi UF], Ltd. (RTMU), our majority share-
owner and its parent company, Mitsubishi UF] Financial Group, Inc. (MUFG). The Japanese members of our
Board of Directors constantly attend meetings in San Francisco and several have accompanied me on visits to
branches to meet employees. There are plans to have some of the participants in our professional development
program for senior officers spend time in Japan working with their BTMU colleagues. These and other initiatives
are designed to take advantage of our mutual strengths and resources, and [ am excited about the possibilities
that lie ahead.

You may also have heard that we are making a significant investment in branch security measures. Throughout
the industry, robberies represent a threat to the safety of both our customers and our employees, and I am
determined to do everything necessary to address this situation at our bank. We will soon begin the installation
of a variety of devices to make our branches safer, and [ am eager to see this project to completion. People
matter more than money. This is an investment [ am both willing and proud tc make.
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I also want to take this opportunity to express my appreciation to Nicholas B. Binkley, Christine Garvey,
Barbara L. Rambo, and Dean A. Yoost who joined the Board of Directors during 2007. Their experience
and good counsel will serve our company well into the future.

My profound thanks and hearty congratulations go to Vice Chairman and Chief Risk Officer Masashi

Oka who completes his rotational assignment in the United States in early April and moves to his new position
of Executive Officer and General Manager, Corporate and Investment Banking Business Development
Division with The Bank of Tokyo-Mitsubishi UF] in Tokyo. Masashi’s contributions to the company have
been significant and they will be a large part of our future success. We wish him much good fortune in his
new job. John Erickson, formerly the Deputy Chief Risk Officer, is succeeding Masashi as Chief Risk Officer.
We have come to value John’s expertise and professionalism and [ am delighted that he continues to serve
the company in these important positions.

1 speak often about the Power of Teamwork, and this is far more than just a signature phrase for me. As I walk
around and meet our customers and our employees, I am constantly reminded of how much we all contribute
to each other, in meaningful and powerful ways. Our plans for future success are based on the strengths we
share, and as we move forward together 1 am confident that Union Bank of California will become an even
more valued member of the community and an institution of force and influence in the banking industry.

e

MASAAKI TANAKA
PRESIDENT AND CHIEF
EXECUTIVE OFFICER

MARCH 13, 2008
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MUFG " _

-

| @ Mi’tsubi_Shi UFJ Financial Group

Playing a Role On the Global Stage

Having a footprint in the United States through Union Bank of
California offers a unique advantage for Mitsubishi UEFJ Financial
Group (MUFG]).

The operating environment for UBOC continues to be challenging,
but I am confident that CEOQ Masa Tanaka and his management
team have the resources and a well-designed plan to lead UBOC to
further sustainable growth.

, o My aspiration is to make Mitsubishi UF] Financial Group among
) B the Global Top Five in market capitalization, and I expect UBOC
to play a meaningful role towards meeting that goal.

NEPUO KUBOYANAG)
_ PRESIDENT AND CEQ
MITSUBLSHI UF] FINANCIAL GROUP . : -

sy

.o
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CEQO Forum

The CEO Forum provides direction on major corporate policies, allocates resources and capital,
empowers strategic and operational processes, monitors progress on major initiatives, functions
as the company-wide risk manager, and decides and oversees other major corporate-wide issues

as assigned by the chief executive officer.

FROM LEFT TO RIGHT, MEMBERS ARE:

PHILIP B, FLYNN JOHN C. ERICKS50N

VICE CHAIRMAN AND CHIEF SENIOR EXECUTIVE VICE PRESIDENT
OPERATING OFFICER AND DEPUTY CHIEF RISK OFFICER
MASASHI OKA MASAAKI TANAKA

VICE CHAIRMAN AND CHIEF PRESIDENT AND CHIEF

RISX OFFICER EXECUTIVE OFFICER

DAVID [. MATSON
VICE CHAIRMAN AND CHIEF
FINANCIAL OFFICER







a I WILLIAM J. STOLTE PAUL E. FEARER
E VICE PRESIDENT— SENIOR EXECUTIVE VICE PRESIDENT— SENIOR EXECUTIVE VICE PRESIDENT—

2 NANCIAL SERVICES INDEPENDENT RISK MONITORING HUMAN RESQURCES
J.MICHARL STEDMAN BRUCE H. CABRAL STEVEN L. GLASER
SENIOR EXECUTIVE VICE PRESIDENT— SENIOR EXECUTIVE ViCE PRESIDENT AND SENIOR EXECUTIVE VICE PRESIDENT—
- REAL ESTATE INDUSTRIES CHIEF CREDIT OFFICER RETAIL BANKING
JOEN H. MCGUCKIN, JR. JOHANNES H. WORSOE JOANN M. BOURNE
SENIOR EXECUTIVE VICE PRESTDENT, GENERAL SENIOR EXECUTIVE VICE PRESIDENT— SENIOR EXECUTIVE VICE PRESIDENT—
COUNSEL AND CORPORATE SECRETARY GLOBAL MARKETS COMMERCIAL DEPOSITS AND

JAMES YEE TREASURY MANAGEMENT

SENICR EXECUTIVE VICE PRESIDENT AND
CHIEF INFORMATION OFFICER




The company’s Executive Management Committee is comprised p
for a major business unit or support function and participate in thef_xﬁ,a;kb
duties include managing their business units, sharing the major issues and cfmib'g
providing advice and guidance on matters relating to policy, strategy, management and fi

unit, and engaging in open and frank dialogue on issues of importance to the company.




TONBANCAL CORPORATION AND UNION BANK OF CALIFORNIA, N.A.

“ELEFT TO RIGHT)
BARBARA L. RAMBO
VICE CHAIR. NIETECH CORPORATION

MOHAN &, GYAN!

VICE CHAIR, ROAMWARE, INC.

RICHARD D. FARMAN, LEAD DIRECTOR
CHAIRMAN EMERITUS, SEMPRA ENERGY
MICHAEL | GILLFILLAN

PARTNER, MERITURN PARTNERS, LLC
NICHOLAS B. BINKIEY

PARTMNER, FORREST, BINKLEY & BROWN

DEAN A YOONT
RETIRED PARTNER, PRICEWATERHOUSECOOPERS

J. FERNANDO NIEBLA
PRESIDENT, INTERNATIONAL TECENOLOGY
PARTNERS, LLC

MURRAY H. DASHE
RETIRED CHAIRMAN, CEO & PRESIDENT,
COST PLUS, INC.

MARY 5. METZ
RETIRED PRESIDENT, §.H. COWELL FOUNDATION

RONALD L. HAVNER, R.
VICE CHAIR, CEO & PRESIDENT, PUBLIC
STORAGE, INC.

L. DALE CRANDALL
PRESIDENT, PIEDMONT CORPORATE
ADVISORS, INC.

AIDA M. ALVAREZ
FORMER ADMINISTRATOR, SMALL BUSINESS
ADMINISTRATION

CHRISTINE GARVEY
REAL ESTATE CONSULTANT
SHIGEMITSU MIKI

SENIOR ADVISOR, THE BANK OF TOKYO-
MITSUBISH! UFJ

FHILIP B, FLYNN
VICE CHAIRMAN AND CHIEF OPERATING OFFICER

DAVID R. ANDREWS
FOUNDER & CO-CHAIR, METAJURE, INC.




KYQOTO OMORI

RESIDENT MANAGING OFFICER FOR THE UNITED
STATES, MI BISHI UF) FINANCIAL GROUP
SENIOR MANAGING EXECUTIVE OFFICER AND
CHIEF EXECUTIVE OFFICER FOR THE AMERICAS,
THE BANK OF TOKYO-MITSUBISHI UFJ

MASASHI OXA
VICE CHAIRMAN AND CHIEF RI5K OFFICER

MASAAK]I TANAKA
PRESIDENT AND CHIEF EXECUTIVE OFFICER

NORIMICH]I KANARI] {NOT PICTURED)

DEPUTY PRESIDENT AND GROUP CHIEF EXECU-
TIVE OFFICER, GLOBAL BANKING, THE BANK
OF TOXYO-MITSUBISHI UF], CHAIRMAN OF THE
BOARD OF UNIONBANCAL CORPORATION ANT
UNION BANK OF CALIFORNIA, N.A.
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Committees

Audit Committee

The Audit Committee oversees relevant accounting, risk assessment, risk management,
and regulatory matters. Members include: Michacl J. Gillfillan, Chair, David R. Andrews,
L.. Dale Crandall, Murray H. Dashe, Mary S. Mciz, Dean AL Yoost

Corporate Governance Committee

The Corporate Governance Committee is the standing nominating commirree responsible
for identifying qualified candidares ro serve on the Board of UnionBanCal and for
recommending Director nominees to be submitted to the stockholders for election ar the
annual mecting. The committee also oversees the Corporate Governance functions of the
Board. Members include: David R. Andrews, Chair, Aida M. Alvarez, Murray H. Dashe,

Richard D. Farman, Christine Garvey, Ronald L. Havner, Jr.

Fxecutive Compensation & Benefits Committee

The Exceutive Compensation & Benefits Committee reviews and approves executive
officer compensation programs and award levels and oversees Union Bank of California’s
employee benefit plans. Members include: L. Dale Crandall, Chair, Richard D. Farman,
Michael J. Gillfillan, Mohan S. Gyani, J. Fernando Niebla, Barbara L. Rambo



Finance & Capital Committee

The Finance & Capital Commitrec is responsible for reviewing UnionBanCal’s financial
planning and performance, including capical management, dividend, investment, income
rax, investor relations policics, mergers and acquisition acrivity, management of net interest
margin, and assce and lability management. Members include: Ronald L. Havner, Jr., Char,
Aida M. Alvarcz, Nicholas B. Binklcy, Philip B. Flynn, Mohan S. Gyani, Masashi Oka,
Masaaki Tanaka, Dean A. Yoost

Public Policy Committee
The Pubhic Policy Committee is responsible for identifying relevant political, social and
environmental trends relating to UnionBanCal’s business. Members include: Mary S, Metz,

Chair, Murray H. Dashe, |. Fernando Nicbla, Barbara L. Rambo

Trust, Investment & Brokerage Oversight Committee

The Trast, Investment & Brokerage Oversight Committee, a committee of Union Bank of
California, supervises the administration of the hduciary powers of Union Bank of California
and the mutual fund and insurance actvities of Union Bank of California’s subsidiaries.
Members include: |, Fernando Niebla, Chatr, Aida M. Alvarcz, Nicholas B. Binkley,
Christine Garvey, Mohan S, Gvani
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“I speak often about the Power of Teamwork, and this is far
more than just a signature phrase for me. As I walk around
and meet our customers and our employees, | am constantly
reminded of how much we all contribute to each other, in
meaningful and powerful ways. Our plans for future success
are based on the strengths we share, and as we move forward
together I am confident that Union Bank of California will
become an even more valued member of the community and

an insticution of force and influence in the banking industry.”

MASKYARTD TANAKA
PRESIDIEN T ANDY CHITEY
EXECLVLIVE Ol EICER
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Winning
Trust
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Qur Team >
(LEFT TO RIGHT, TQP TO BOTTOM}

VICE PRESIDENT BLAIR STIENTJES, BUSINESS
CEVELOPMENT CFFICER FOR INSTITUTIONAL
SALES MANAGEMENT

LONNIE GARTNER, VICE PRESIDERT AND
ELECTRONIC BENEFITS TRANSFER MANAGER
IN TRADITIONAL TRUST ADMINISTRATION

VICE PRESIDENT DEAN LEVITT, INSTITUTIONAL
CUSTODY SERVICES

SENIQR VICE PRESIDENT DAVID JOCHIM,
MANAGER, SAN J0SE CORPORATE BANKING

AOBERT BITTICKS, VP AND SENIOR LEGAL COUN-
SEL; BLAIR STIENJES, AND ViCE PRESIDENT
MOON LEE, INSTITUTIONAL CUSTODY SERVICES




SR R o ddecpen a relationsiap, onr conunitinent to personalized

service, expertise in trust and custody services, and local client SUppOrt gave

us the edge we needed to carn an account that includes trustec administration
of a $275 million Employee Stock Oprion Plan (ESOP) and $225 mitlion in

custudy assers.

,ﬁm’ﬂ

Our Edge: The account began humbly, wich a picee of a syndicated loan, but
grew as we fearned of the cliencs need for more local hands-on expert ESQP

7il)

services forits 3
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funds, cur team sprang into action and was able ro begin accepring deposiis

within 24 hours, a process that included wrranging a surety bond guarantecing,

1 resolution by the association board and account see-up.

Our Edge: Community and business connections
a reputation for overall exeellence and specific
expertise in serving homeowner associations,
communications and teamwork, and rapid and

I'CSP()I!Si\'L‘ SeTVICE.




Local
Conzaces

< Qur Team

{LEFT TO RIGHT, TOP TO BOTTOM}

VICE PRESIDENT DIANE RICHEY, LEGAL DiVISION

VICE PRESIDENT PAM HAZARD, HOMEOWNERS,
ASSOCIATION BANKING SERVICES

SENIOR VICE PRESIDENTS LES GOODWIN, REAL
ESTATE DEPOSIT SERVICES, AND MARK REIDER,
HOMEQWNERS, ASSOCIATION BANKING SERVICES

SENIOR VICE PRESIDENT JOE BENOIT

MARKET PRESIDENT AND YICE PRESIDENT
CINDY DE KRUYF, REAL ESTATE OFERATIONS
AND CUSTOMER SERVICES

UnionBanCal Corporation

" Rapid

Moving
Fast

2007 Annval Repert
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Jackpot!

2007 Annual Report

Our Team >
(LEFT TO RIGHT, TOP TO BOTTOM)

MARK MORRISSEY, YP OF UNIQNBANC
INVESTMENT SERVICES

JULIE GOOD, VP GF INSTITUTIONAL SALES
MANAGEMENT, RELATIONSHIP MANAGER

CLIFFORD CHO, VP OF NATIONAL
CORPORATE GROUP

BERNARD TSU!, SVP OF FOREIGN EXCHANGE







As asubcontractor, Union Bank of
California was providing global custed
and securities lending 1o a very larpe
union welfare and pension fund,
representing more than 7000 active
members. When the lead bank departg
the business, we were well positioned 1
win the business, but it wasn't aslaom
dunk; the union needed 1o be convingg
of cur commitment 1o the union rust
business, and we had to perform son

fast legal footwork to prevent transd

of chients when the Taft-Hartley portis

of the account was sold o another

mnsgution.

Our Edee: Special status to deal in
global custody markets. kneawled

of the market and the cliend, strong
relationships with union leaders,
rapid response ro cient needs, wnd o

commitment to the union trust busines




< Qur Team
(LEFT TQ RIGHT, TOP TQ BOTTOM)

VICE PRESIDENT GLENN SCHNEIDERMAN,

SECURITIES LENDING

VICE PRESIDENT AND LEGAL COUNSEL
JANIS PENTON

VICE PRESIDENT KEVIN GALVIN, INSTITUTIONAL

SALES MANAGEMENT

Mastering
Custody

UnionBanCal Corporation

Response

2007 Annual Report
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Qur Team >
{LEFT TO RVGHT, TOP TO BOTTOM)

KURT HOCKER, CAPITAL MARKETS ADMINIS-
TRATION, AND CARLOS CHACON, SPECIALIZED
LENDING CREDIT ADMINISTRATION

SENIOR EXECUTIVE VICE PRESIDENT GRANT
AHEARN AND SENIOR VICE PRESIDENT DAMIEN
MEIBURGER, PETROLEUM ADMINISTRATION

SENIOR VICE PRESIDENT ARTHUR PADGETT,
PETROLEUM ADMINISTRATION, ASSISTANT VICE
PRESIDENT DONALD SMITH, SYNDICATIONS AND
PLACEMENTS, SENIOR VICE PRESIDENT CARL
STUTZMAN, PETROLEUM ADMINISTRATION

SENIOR EXECUT!VE VICE PRESIDENT
GRANT AHEARN

SEN!OR VICE PRESIDENT GERALD FORD,
SYNDICATIONS AND PLACEMENTS
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acting on the referral, discerned that the Family was grappling with managing
its assers and investments, including partial intereses in inherited real estate.
Thar led to a veferral o an independent Ainancial planning associare, who helped
the family consolidate assers, arranged for a loan to acquire the balanee of the
inherited real estare, and ser them on the road ro providing for funding of a new

Business. college tuition savings, and retirement,

Our Edge: Teller recognition of a customer™s growing financial needs, insight into

the clients needs, awareness of the full menu of products and services available
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Personal

Touch

< Qur Team
(LEFT TQ RIGHT, TOP TO BGTTOM)

MATHEW HOLBROOK, A SENIDR FINANCIAL
ADVISOR FOR UNIQNBANG INVESTMENT
SERVICES, AND SHAYNE OLSEN, THE FINANCIAL
SERVICES OFFICER WHO GENERATED THE
ORIGINAL REFERRAL

FINANCIAL PLANNING ASSOCIATE
JAMES HEITMAN
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Farming
Wind

Qur Team >
{LEFT TO RIGHT, TOP TO BOTTOM}
VICE PRESIDENT JIM PURVIS, LEGAL

VICE PRESIDENT XENJI OGAWA, EQUIPMENT
LEASING, PURVIS

VICE PRESIDENT MELISA WILSON, EQUIPMENT
LEASING

SENIOR ¥ICE PRESIDENT LANCE MARKOWITZ,
EQUIPMENT LEASING

SENIOR ViCE PRESIDENT MONICA PALUMBO,
SYNDICATIONS, OGAWA




To enable a Teading energy company
to build a new wind encrpy faciliey
our team ereated a comprehensive
satution that provided for the
financing to be splic berween project
loans and equity investments by
passive investors, [n developing this
novel inancing solusion, we worked
closely with the developer on the
placememt sirategy and appropriate
terms and conditions, including,
inter-creditor issues bevween the
various investor groups. As aresult,
we were able ro arrange for a
well-nceepted transeerion in the
appropriare debt amd equity
markers. The transaction provided
quick, ateractively priced capital for
the project, as well as a one-stop
cliene servicing soluzion through

Union Bank.

Qur Edpe: A superior cconemic
solution, expertise in wind farm
financing, creativity in making
proposals, cross-organizational
collaboration, and the convenmience

of single-source hnancing,
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The Power of Teamwork

Extensive experience. Commitment. Broad range of capabilities.
Local authority. Local contacts. Rapid response. Above all,
concern for customer needs. These are the qualities separating
the extraordinary from the commonplace. These are the qualitie
of the Union Bank of Califorma brand of customer service—

these are qualities that set us apart.
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Annual Meeting

The annual meeting of stockholders will be held in
San Francisco in the Boardroom on the 51st floor,

555 California Street, on Thursday, May 22, 2008,
at 8:30 a.m.

Additional Information

This publication is intended to provide stockholders,
customers, and employees with a general description of
UnionBanCal Corporation’s results for 2007. The corporation's
annual report to the Securities and Exchange Commission
{SEC) on Form 10-K is also attached. Supplemental financial
information is published in the corporation’s quarterly report
{SEC Form 10-Q).

Also, financial information and a link to the company's
disclosure documents filed with the SEC are available in the
Investor Relations section of Union Bank of California's home

page at www.unionbank.com.

Additional copies of this publication, Form 10-K and Form
10-Q are available without charge and will be mailed upon
request. Direct requests to:

John A. Rice, Ir., Senior Vice President and Manager
Investor Relations Department

UnionBanCal Corporation

400 California Street, 1-001-09

San Francisco, CA 94104

(415} 765-2969

UnionBanCal Corporation also files corporate disclosure docu-
ments with the SEC electronically. Interested parties may also
acquire financial information about the company from the
SEC home page at www.sec.gov.

2007 Annual Report a7

Cautionary Note Regarding Forward-Looking Information
This publication includes forward-looking statements, which
include statements regarding forecasts of UnionBanCal
Corporation’s financial results and condition, the company’s
vision and strategies, and the expected benefits of its strate-
gies, the company’s competitive position, expected benefits
of the company's capital position, the company's loan
portfolio, the company's compliance programs and their future
effectiveness, plans and expectations for the company’s
operations and business, and assumptions for those forecasts
and expectations. Do not rely unduly on forward-looking
statements. Actual results might differ significantly from the
company's forecasts and expectations. Please refer to item
1A, "Risk Factors,” in the Form 10-K for a discussion of some
factors that may cause results to differ. All forward-tooking
information is based on information available as of the date
of this report. UnionBanCal Corporation assumes no obligation
to update any forward-looking information

Other Information

As required by Section 303A.12(a) of the New York Stock
Exchange Listed Company Manual, in 2007 UnionBanCal
Corporation submitted to the New York Stock Exchange a
certificate of the Chief Executive Officer of UnionBanCal
Corporation certifying that he is not aware of any violation by
the UnionBanCal Corporation of New York Stock Exchange
corporate governance listing standards. The certifications
required by Section 302 of the Sarbanes-Oxley Act have
been filed as exhibits to the Form 10-K.




Form 10-K >




UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

FORM 10-K

ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE
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NOTE REGARDING FORWARD-LOOKING STATEMENTS

This report includes forward-looking statements, which include forecasts of our financial results and
condition, expectations for our operations and business, and our assumptions for those forecasts and
expectations. Do not rely unduly on forward-looking statements. Actual results might differ significantly from
our forecasts and expectations. See Part |, ltem 1A. “Risk Factors,” and the other risks described in this report
for factors to be considered when reading any forward-looking statements in this filing.

This document includes forward-looking statements, which are subject to the “safe harbor” created by
section 27A of the Securities Act of 1933, as amended, and section 21E of the Securities Exchange Act of
1934, as amended. We may make forward-looking statements in our Securities and Exchange Commission
(SEC) filings, press releases, news articles, conference calls with analysts and stockholders and when we are
speaking on behalf of UnionBanCal Corporation. Forward-looking statements can be identified by the fact that
they do not relate strictly to historical or current facts. Often, they include the words “believe,” “expect,”
“target,” “anticipate,” “intend,” “plan,” “seek,” "estimate,” “potential,” “project,” or words of similar
meaning, or future or conditional verbs such as “will,” “would,” “should,” “could,” “might,” or “may." These
forward-looking statements are intended to provide investors with additional information with which they may
assess our future potential. All of these forward-looking statements are based on assumptions about an
uncertain future and are based on information available to us at the date of these statements. We do not
undertake to update forward-looking statements to reflect facts, circumstances, assumptions or events that
occur after the date the forward-looking statements are made.

In this document, for example, we make forward-looking statements, which discuss our expectations
about:

» Qur business objectives, strategies and initiatives, our organizational structure, the growth of our
business and our competitive position

» Our assessment of significant factors and developments that have affected and may affect our results

« Pending and recent legal and regulatory actions, and future legislative and regulatory developments,
including the effects of changes to the Federal Deposit Insurance Corporation’s deposit insurance
assessment policies, implementation of the SEC and the Federal Reserve Board's Regulation R and the
U.S. implementation of the Basel Il Capital Accord

 Regulatory controls and processes and supervisory, enforcement or other governmental actions
currently in effect against us regarding Bank Secrecy Act and anti-money laundering matters, and their
impact on our business

+» The costs and effects of legal actions, investigations, regulatory actions, criminal proceedings or similar
matters, or adverse facts and developments related thereto

= Qur ability to meet regulatory requirements, including the supervisory, enforcement and governmental
actions currently in effect with respect to us

« Credit quality and provision for credit losses, including the expected need to continue to provide for
credit losses due to anticipated loan growth and credit guality trends

» Our allowances for credit losses, including the conditions we consider in determining the unallocated
allowance

 Our assessment of economic and credit cycles
¢ Net interest income
* The impact of changes in interest rates, including with respect to our net interest margin

* Loan growth rates, including growth in our residential mortgage loan portfolio



* Fluctuations in our loan recoveries

* Deposit pricing pressures and our deposit base, inctuding trends in customers transferring funds from
noninterest bearing deposits to interest bearing deposits or other investment alternatives

* Our relatively high proportion of average noninterest bearing deposits to total deposits compared to
most of our peers

* Qur ability and intent to hold various securities
* The formation of financial subsidiaries

» Our sensitivity to and management of market risk, including changes in interest rates, and the economic
outlook for the U.S. in general and for any particular region of the U.S. including, in particular,
California, Oregon and Washington

+ The composition and market sensitivity of our securities portfolios, our trading and hedging strategies
and our management cof the sensitivity of our balance sheet

* Tax rates and taxes, including the possible effect of changes in Mitsubishi UF) Financial Group’s taxable
profits on our California State tax obligations

* Critical accounting policies and estimates and the impact of recent accounting pronouncements

« Qur insurance coverage

« Expected rates of return and projected results

* Decisions to downsize, sell or close units, dissolve subsidiaries, expand our branch network or
otherwise restructure, reorganize or change our business mix and their impact on cur business

« The relationship between our business and that of The Bank of Tokyo-Mitsubishi UFJ, Ltd., and
Mitsubishi UF.J Financial Group, Inc. and actions that may or may not be taken by The Bank of Tokyo-
Mitsubishi UFJ and Mitsubishi UFJ Financial Group, Inc.

» QOur strategies and expectations regarding capital levels, including with respect to BASEL Il capital
requirements

* The impact of strategic investments or other acquisitions on our business and benefits of marketing
alliances

There are numerous risks and uncertainties that could and will cause actual results to differ materially
from those discussed in our forward-looking statements. Many of these factors are beyond our ability to control
or predict and could have a material adverse effect on our stock price, financial condition, and results of
operations ar prospects. Such risks and uncertainties include, but are not limited to those listed in Part |,
ftern 1A. “Risk Factors” and Part |1, Item 7 “Management’s Discussion and Analysis of Financial Condition and
Results of Operations.”

Readers of this document should not rely unduly on forward-looking information and should consider all
uncertainties and risks disclosed throughout this document and in our other reports to the SEC, including, but
not limited to, those discussed below. Any factor described in this report could by itself, or together with one or
more other factors, adversely affect our business, future prospects, results of operations or financial condition.




PART |

Item 1. Business

All reports that we file electronically with the Securities and Exchange Commission (SEC), including the
Annual Reports on Form 10-K, Quarterly Reperts on Form 10-Q, and current reports on Form 8-K, as well as
any amendments to those reports, are accessible at no cost on our internet website at www.unionbank.com as
soon as reasonably practicable after we electronically file such reports with, or furnish them to, the SEC. These
filings are also accessible on the SEC's website at www.sec.gov.

As used in this Form 10-K, the term "UnionBanCal” and terms such as “we,” “us" and “our” refer to
UnionBanCal Corporation, Union Bank of California, N.A., one or more of their consolidated subsidiaries, or to
all of them together.

General

We are a California-based, commercial bank holding company whose major subsidiary, Union Bank of
California, N.A., is a commercial bank. Union Bank of California provides a wide range of financial services to
consumers, small businesses, middie-market companies and major corporations, primarily in California,
Oregon, and Washington, as well as nationally and internationally. At December 31, 2007, The Bank of Tokyo-
Mitsubishi UFJ, Ltd., our majority owner, which is a wholly-owned subsidiary of Mitsubishi UFJ Financial
Group, Inc., owned approximately 65 percent of our outstanding common stock.

Banking Lines of Business

Our operations are divided into two primary segments, which are described more fully in “Business
Segments” of our Management's Discussion and Analysis of Financial Condition and Results of Operations
(MD&A) and in Note 26 to our Consolidated Financial Statements included in this Annual Report.

Retail Banking. Retail Banking offers our customers a broad spectrum of financial products under one
convenient umbrella. With a diverse line of checking and savings, investment, loan and fee-based banking
products, individual and business clients can have their specific needs met. These products are offered in 330
full-service branches, primarily in California. In addition, Retail Banking offers international and settlement
services, e-banking through our website, check cashing services at our Cash & Save® locations and loan and
investment products tailored to our high net worth individual customers through our offices of The Private
Bank. Institutional customers are offered corporate trust, securities lending and custody (global and domestic)
services,

Wholesale Banking. Wholesale Banking offers a variety of commercial financial services, including
commercial loans and project financing, real estate financing, asset-based financing, trade finance and letters
of credit, lease financing, customized cash management services and selected capitai markets products. The
Wholesale Banking customers include middle-market companies, large corporations, real estate companies
and other more specialized industry customers. In addition, specialized depository services are offered to title
and escrow companies, retailers, domestic financial institutions, bankruptcy trustees and other customers
with significant deposit volumes. Wholesale Banking also includes a registered broker-dealer and a registered
investment advisor, which provide securities brokerage and investment advisory services and manage a
proprietary mutual fund family. Qur insurance services group offers our customers a variety of cost-effective
risk management services and insurance products.

Employees
At January 31, 2008, we had 9,811 full-time equivalent employees.



Competition

Banking is a highly competitive business. We compete actively for loan, deposit, and other financial
services business in California, Oregon and Washington, as well as nationally and internationally. Qur
competitors include a large number of state and national banks, thrift institutions, credit unions, finance
companies, mortgage banks and major foreign-affiliated or foreign banks, as well as many financial and
nenfinancial firms that offer services similar to those offered by us, including many large securities firms. Some
of our competitors are community or regional banks that have strong local market positions. Other competitors
include large financial institutions that have substantial capital, technology and marketing resources, which
are well in excess of ours. Such large financial institutions may have greater access to capital at a lower cost
than us, which may adversely affect our ability to compete effectively. We also experience competition,
especially for deposits, from internet-based banking institutions, which have grown rapidly in recent years.

Technology and other changes increasingly allow parties to complete financial transactions electronically,
and in many cases, without banks. For example, consumers can pay bills and transfer funds over the internet
and by telephone without banks. Many non-bank financial service providers have lower overhead costs and are
subject to fewer regulatory constraints. If consumers do not use banks to complete their financial transactions,
we could potentially lose fee income, deposits and income generated from those deposits.

Changes in federal law have made it easier for out-of-state banks to enter and compete in the states in
which we operate. The Riegle-Neal Interstate Banking and Branching Efficiency Act of 1994 (the Riegle-Neal
Act), among other things, eliminated substantially all state law barriers to the acquisition of banks by
out-of-state bank holding companies. A bank holding company may acquire banks in states other than its
home state, without regard to the permissibility of such acquisitions under state law, but subject to any state
requirement that the acquired bank has been organized and operating for a minimum period of time {not to
exceed five years}, and the requirement that the acquiring bank holding company, prior to or following the
proposed acquisition, controls no more than 10 percent of the total amount of deposits of the insured
depository institutions in the United States and no more than 30 percent of sutch deposits in that state {or such
lesser or greater amount as may be established by state law). The Riegle-Neal Act also permits banks to
acquire branches located in another state by purchasing or merging with a bank chartered in that state or a
national banking association having its headquarters located in that state.

Banks, securities firms, and insurance companies can now combine as a “financial hotding company.”
Financial holding companies can offer virtually any type of financial service, including banking, securities
underwriting, insurance (both agency and underwriting}, and merchant banking. Many of our competitors
have elected to become financial holding companies. A number of foreign banks have either acquired financial
holding companies or obtained financial holding company status in the U.S., further increasing competition in
the U.S. market, We are not a financial holding company. A bank holding company may elect to become a
financial holding company if all of its subsidiary depaository institutions are well-capitalized and well-managed.
Under current Federal Reserve Board interpretations, a foreign bank holding company, which controls a
subsidiary U.S. bank holding company, such as Mitsubishi UFJ Financial Group, must make the election. In
addition, the foreign bank holding company (if it is a bank itself) must be well-capitalized and well-managed in
accordance with standards comparable to those required of U.S. banks as determined by the Federal Reserve
Board and its U.S. bank subsidiary must have a “satisfactory” or better CRA rating. Mitsubishi UFJ Financial
Group is not presently a financial holding company.

We believe that continued emphasis on enhanced services and distribution systems, an expanded
customer base, increased productivity and strong credit quality, together with a substantial capital base, will
position us to meet the challenges provided by this competition.

Monetary Policy and Economic Conditions

Our earnings and businesses are affected not only by general economic conditions {bath domestic and
international}, but also by the monetary policies of various governmental regulatory authorities of the United
States and foreign governments and international agencies. In particular, our earnings and growth may be




affected by actions of the Federal Reserve Board in connection with its implementation of national monetary
policy through its open market operations in United States Government securities, control of the discount rate
for borrowings by financial institutions and the federal funds rate and establishment of reserve requirements
against both member and non-member financial institutions’ deposits. These actions have a significant effect
on the overall growth and distribution of loans and leases, investments and deposits, as well as on the rates
earned on securities, loans and leases or paid on deposits. It is difficult to predict future changes in monetary
policies and their effect on our business.

Supervision and Regulation

Overview. Bank holding companies and banks are extensively regulated under both federal and state
law. This regulation is intended primarily for the protection of depositors, the deposit insurance fund, and other
clients of the institution, and not for the benefit of the investors in the stock or other securities of the bank
holding company. Set forth below is a summary description of material laws and regulations that relate to our
operation and those of our subsidiaries, including Union Bank of California. This summary description of
applicable taws and regulations does not purport to be complete and is qualified in its entirety by reference to
such laws and regulations.

Bank Holding Company Act. We, Mitsubishi UFJ Financial Group and The Bank of Tokyo-Mitsubishi
UFJ are subject to regulation under the Bank Holding Company Act of 1956, as amended (BHCA), which also
subjects us to Federal Reserve Board reporting and examination requirements. Generally, the BHCA restricls
our abitity to invest in non-banking entities, and we may not acquire more than 5 percent of the voting shares-of
any domestic bank without the prior approval of the Federal Reserve Board. Our activities are limited, with
some exceptions, to banking, the business of managing or controlling banks, and other activities that the
Federal Reserve Board deems to be so closely related to banking as to be a proper incident thereto.

Under Federal Reserve Board regulations, a bank holding company is required to serve as a source of
financial and managerial strength to its subsidiary banks and may not conduct its operations in an unsafe ot
unsound manner. Under this policy, the Federal Reserve Board may require a holding company to contribute
additional capital to an undercapitalized subsidiary bank.

Comptroller of the Currency. Union Bank of California, as a national banking association, is subject to
broad federal regulation and oversight extending to all its operations by the Office of the Comptroller of the
Currency, its primary regulator, and also by the Federal Reserve Board and the Federat Deposit Insurance
Corporation (FDIC). As part of this authority, Union Bank of California is required to file periodic reports with
the Comptroller of the Currency and is subject to ongoing examination by the Comptroller of the Currency.

The Comptroller of the Currency has extensive enforcement authority over all national banks. If, as a result
of an examination of a bank, the Comptroller of the Currency determines that the financial condition, capital
resources, asset quality, earnings prospects, management, liquidity, or other aspects of the bank’s operations
are unsatisfactory or that the bank or its management is violating or has viclated any law or regulations, various
remedies are available to the Comptroller of the Currency. These remedies include the power to enjoin “unsafe
or unsound"” practices, to require affirmative action to correct any conditions resulting from any violation or
practice, to issue an administrative order that can be judicially enforced to direct an increase in capital, to
restrict the growth of the bank, to assess civil monetary penalties, to remove officers and directors, and
ultimately to terminate the bank's deposit insurance. The Comptrotier of the Currency, as well as other federal
agencies, have adopted regulations and guidelines establishing safety and soundness standards, including but
not limited to such matters as loan underwriting and documentation, internal controls and audit systems,
interest rate risk exposure, asset quality and earnings and compensation and other employee benefits.

Other Regulatory Oversight. Our subsidiaries are also subject to extensive regulation, supervision, and
examination by various other federal and state regulatory agencies. in addition, Union Bank of California and
its subsidiaries are subject to certain restrictions under the Federal Reserve Act and related regulations,
including restrictions on affiliate transactions. As a holding company, the principal source of our cash has been




dividends and interest received from Union Bank of California. Dividends payable by Union Bank of California
to us are subject to restrictions under a formula imposed by the Comptroller of the Currency unless express
approval is given to exceed these limitations. For more information regarding restrictions on loans and
dividends by Union Bank of California to its affiliates and on transactions with affiliates, see Notes 20 and 25
to our Consolidated Financial Statements included in this Annual Report.

The Federal Deposit Insurance Corporation Improvement Act of 1991 (FDICIA) requires federal bank
regulatory authorities to take “prompt corrective action” in dealing with inadequately capitalized banks.
FOICIA established five tiers of capital measurement ranging from *“well-capitalized” to “critically
undercapitalized.” It is our policy to maintain capital ratios above the minimum regulatory requirements for
“well-capitalized” institutions for both Union Bank of California and us. Management believes that, at
December 31, 2007, Union Bank of Califernia and we met the requirements for “well-capitalized” institutions.

Deposits of Union Bank of California are insured up to statutory limits by the Federal Deposit Insurance
Corporation and, accordingly, are subject to deposit insurance assessments. In February 2006, President Bush
signed the Federal Deposit Insurance Reform Act of 2005 and the Federal Deposit Insurance Reform
Conforming Amendments Act of 2005 into iaw. Pursuant to these Acts, the Bank Insurance Fund and the
Savings Association Insurance Fund were merged into a new fund, the Deposit Insurance Fund, effective
March 31, 2006. These Acts, as implemented by the FDIC, also created a new assessment system designed to
more closely tie what banks pay for deposit insurance to the risks they pose and adopted a new base schedule
of rates that the FDIC can adjust up or down, depending on the revenue needs of the insurance fund. As a result
of this legislation, since January 1, 2007, Union Bank of California has been subject to increased annual
assessments on deposits in the amount of approximately 5 basis points. Prior to this change, Union Bank of
California was not paying any insurance assessments on deposits under the FDIC’s risk-related assessment
system. An FDIC credit for prior contributions offset the assessment in 2007.

There are additional requirements and restrictions in the laws of the United States and the states of
California, Oregon, and Washington, as well as other states in which Union Bank of California and its
subsidiaries may conduct operations. These include restrictions on the levels of lending and the nature and
amount of investments, as well as activities as an underwriter of securities, the opening and closing of
branches and the acquisition of other financial institutions. The consumer lending and finance activities of
Union Bank of California are also subject to extensive regulation under various Federal and state laws. These
statutes impose requirements on the making, enforcement and collection of consumer loans and on the types
of disclosures that must be made in connection with such loans.

Union Bank of California is also subject to the Community Reinvestment Act {CRA). The CRA generally
requires the federal banking agencies to evaluate the record of a financial institution in meeting the needs of
local communities, including low- and moderate-income neighborhoods. In addition to substantial penalties
and corrective measures that may be required for a viotation of certain fair lending laws, the federal banking
agencies may take compliance with such {aws and the CRA into account when regulating and supervising
other activities, and in evaluating whether to approve applications for permission to engage in new activities or
for acquisitions of other banks or companies or de novo branching. An unsatisfactory rating may be the basis
for denying the application. Based on the most current examination report dated October 17, 2005, Union
Bank of California's compliance with CRA was rated “outstanding.”

Union Bank of California has branches in Canada and the Cayman Islands. Any international activities of
Union Bank of California are also subject to the laws and regulations of the jurisdiction where business is being
conducted, which may change frem time to time and affect Union Bank of California’s business opportunities
and competitiveness in these jurisdictions. Furthermore, due to The Bank of Tokyo-Mitsubishi UF)'s
controlling ownership of us, regulatory requirements adopted or enforced by the Government of Japan may
have an effect on the activities and investments of Union Bank of California and us in the future.

The activities of Union Bank of California subsidiaries, HighMark Capital Management, Inc. and
UnionBanc Investment Services LLC are subject to the rules and regulations of the SEC, as well as those of




state securities regulators. UnionBanc Investment Services LLC is also subject to the rules and regulations of
the Financia! Industry Regulatory Authority (FINRA).

UnionBanc Insurance Services, Inc. is an indirect subsidiary of Union Bank of California and is subject to
the rules and regulations of the California Department of Insurance, as well as insurance regulators of other
states.

Under Federal Reserve rules, Union Bank of California is affiliated with the HighMark Funds. The
HighMark Funds is a registered investment company, subject to the rules and regulations of the SEC.

GLB Act. The Gramm-Leach-Bliley (GLB) Act allows “financial holding companies" to offer banking,
insurance, securities and other financial products. Among other things, the GLB Act amended section 4 of the
BHCA in order to provide a framework for engaging in new financial activities by bank holding companies. A
bank holding company may elect to become a financial holding company if all of its subsidiary depository
institutions are well-capitalized and well-managed and have a “satisfactory” or better CRA rating. Under
current Federal Reserve Board interpretations, a foreign bank holding company that controls a subsidiary U.S.
bank holding company, such as Mitsubishi UFJ Financial Group, must make the election. In addition, the
foreign bank holding company (if it is a bank itself) must be well-capitalized and well-managed in accordance
with standards comparable to those required of U.S. banks as determined by the Federal Reserve Board and its
U.S. bank subsidiary must have a “satisfactory” or better CRA rating. Mitsubishi UFJ Financial Group is not
presently a financtal holding company.

Under the GLB Act, “financial subsidiaries” of banks may engage in some types of activities beyond those
permitted to banks themselves, provided cerfain conditions are met. Union Bank of California has no plans to
seek to farm any “financial subsidiaries” at this time.

Broker/Dealer Regulation. Qther provisions of the GLB Act amended the Securities Exchange Act of
1934 to eliminate the blanket exemptions for banks from the definitions of “broker” and “dealer” under that
Act and replaced this exemption with enumerated permissible bank brokerage and dealer activities. After
implementation of these GLB Act provisions, banks are required to register as a broker-dealer to engage in
securities brokerage operations beyond the limited bank brokerage activities permitted by the GLB Act. In
September 2007, the SEC and the Federal Reserve Board jointly issued final Regulation R, which implements
the securities brokerage limitations of the GLB Act. Regulation R also defines certain terms used in the GLB Act
and contains additional regulatory exemptions for limited bank brokerage activities. Regulation R delays
implementation of the GLB Act brokerage provisions for Union Bank of Cailifornia until January 2009.
Assuming Union Bank of California does not register as a broker, we anticipate the GLB Act and Regulation R
will require us to conduct non-exempted securities brokerage activities through our registered broker-dealer,
UnionBanc Investment Services, LLC or another registered broker-dealer subsidiary. These laws and
regulations will also limit compensation we may pay our bank employees for referrals of brokerage business
and limit Union Bank of California’s ability to advertise securities brokerage services.

Bank Secrecy Act. The banking industry is now subject to significantly increased regulatory controls
and processes regarding the Bank Secrecy Act and anti-money laundering laws. Failure to comply with these
additional requirements may adversely affect the ability to obtain regulatory approvals for future initiatives
requiring regulatory approval, including acquisitions. Under the USA PATRIOT Act, federal banking regulators
must consider the effectiveness of a financial institution’s anti-money laundering program pricr to approving an
application for a merger, acquisition or other activities requiring regulatory approval. For information regarding
certain regulatory matters that may adversely affect our ability to expand through acquisitions, see “Regulatory
Matters” in MD&A of this Annual Report.

Sarbanes-Oxfey Act. On July 30, 2002, in response to various high profile corporate scandals, the
United States Congress enacted the Sarbanes-Oxley Act of 2002, The Sarbanes-Oxley Act aims to restore the
credibility lost as a result of these scandals by addressing, among other issues, corporate governance, auditing
and accounting, executive compensation, and enhanced and timely disclosure of corporate information. The




New York Stock Exchange has adopted, and the SEC has approved, additional corporate governance rules, The
new rules are intended to allow stockholders to more easily and effectively monitor the performance of
companies and directors.

Among other provisions, Section 302(a) of the Sarbanes-Oxley Act requires that our Chief Executive
Officer and Chief Financial Officer certify that our quarterly and annual reports do not contain any untrue
statement or omission of a material fact. Specific requirements of the certifications include having these
officers confirm that they are responsible for establishing, maintaining and regularly evaluating the
effectiveness of our disclosure controls and procedures; they have made certain disclosures to our independent
public accounting firm and Audit Committee about our internal controls; and they have included information in
our guarterly and annual reports about their evaluation and whether there have been significant changes in our
internal controls or in other factors that could significantly affect internal controls subsequent to their
evatuation.

In addition, Section 404 of the Sarbanes-Oxley Act and the SEC's rutes and regulations thereunder require
our management to evaluate, with the participation of our principal executive and principal financial officers,
the effectiveness, as of the end of each fiscal year, of our internal control over financial reporting. Our
management must then provide a report on our internal contro! over financial reporting that contains, among
other things, a statement of their responsibility for establishing and maintaining adequate internal control over
financial reporting, and a statement identifying the framework we used to evaluate the effectiveness of our
internal control over financial reporting.

In response to these requirements, we have established a Disclosure Committee to monitor compliance
with these rules. Membership of the Disclosure Committee is comprised of senior management from
throughout our organization whom we believe collectively provide an extensive understanding of our
operations. As part of our compliance with Section 302 of the Sarbanes-Oxley Act, we evaluate our internal
control process quarterly and we test and assess our internal controls over financial reporting annually, in
compliance with Section 404 of the Sarbanes-Oxley Act.

Basel Committee Capital Standards. The Basel Committee on Banking Supervision (BIS) proposed
new international capital standards for banking organizations (Basel Il) in June 2004, and the new framewaork
is currently being evaluated and implemented by bank supervisory authorities worldwide. Basel [l is an effort to
update the original international bank capital accord (Basel I}, which has been in effect since 1988. Basel i is
intended to improve the consistency of capital regulations internationally, make regulatory capital more risk
sensitive, and promote enhanced risk-management practices among large, internationally active banking
organizations.

In the United States, the federal bank regulatory agencies issued final rules in the fourth quarter of 2007,
effective April 1, 2008 (but subject to a one-year parallel-run period and a three-year transition period), that
implement new risk-based capital requirements under Basel Il for those U.S. banks and bank holding
companies that meet the minimum threshold for reporting, although others may “opt in.” The new rules
reguire banks and bank holding companies with consolidated assets of $250 billion or more or with
consolidated on-balance sheet foreign exposures of $10 billion or more to adopt the new risk-based capital
requirements. In addition, in the final rulemaking release for the U.S. implementation of Basel II, the U.S.
federal bank regulatory agencies announced that they expect to issue during the first quarter of 2008 a new
standardized risk-based capital proposal that would implement a standardized approach for credit risk and an
approach for operational risk consistent with Basel Il for those U.S. banks and bank holding companies not
subject to the new accord. This new proposed approach will be in replacement of the previously proposed
Basel |A initiative, which has since been dropped by the U.S. agencies. As described in the agencies’ final
rulemaking release, compliance with this new standardized risk-based capital framework would be optional.

We do not meet the criteria in the new U.S. rules which would make adoption of the new Basel Il rules
mandatory. However, Mitsubishi UFJ Financial Group, our indirect majority owner, will be subject to the
requirements of the new Basel || under the rules of the Japan Financial Services Agency (JFSA). In addition, the
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rules of the JFSA require subsidiaries of Japanese banks and bank holding companies that represent more than
2 percent of the parent’s consolidated risk-weighted assets to also comply with Basel Il. Because we constitute
more than 2 percent of our indirect majority owner's risk-weighted assets, the JFSA requirement will be
applicable to us. In order to facilitate the JFSA requirements, we expect to adopt the new Basel Il rules as in
effect in the U.S., subject to approval by our U.S. bank regulators. Mitsubishi UFJ Financial Group is
reimbursing us for expenditures that we are incurring for Basel |l projects that we would not have undertaken
for our own risk management purposes. At this time the impact on our minimum capital requirements under
Basel Il is not known.

Customer Information Security. The federal bank regulatory agencies have adopted final guidelines for
safeguarding confidential, personal customer information. The guidelines required each financial institution,
under the supervision and ongoing oversight of its Board of Directors or an appropriate committee thereof, to
create, implement and maintain a comprehensive written information security program designed to ensure the
security and confidentiality of customer information, protect against any anticipated threats or hazards to the
security or integrity of such information and protect against unauthorized access to or use of such information
that could result in substantial harm or inconvenience to any customer. Union Bank of California has adopted a
customer information security program that has been approved by its Board of Directors.

Privacy. The GLB Act requires financial institutions to implement policies and procedures regarding the
disclosure of nonpublic personal information about consumers to non-affiliate third parties. In general, the
statute requires explanations to consumers on policies and procedures regarding the disclosure of such
nonpublic personal information, and, except as otherwise required by law, prohibits disclosing such
information except as provided in the banks’ policies and procedures. Union Bank of California implemented a
privacy policy effective since the GLB Act became law, pursuant to which all of its existing and new customers
are notified of the privacy policies. State laws and regulations designed to protect the privacy and security of
customer information apply also to us and our other subsidiaries.

In October 2007, the federal bank regulatory agencies adopted final rutes implementing the affiliate
marketing provisions of the Fair and Accurate Credit Transactions Act of 2003, which amended the Fair Credit
Reporting Act (FCRA). The final rules, which became effective on January 1, 2008, impose a prohibition,
subject to certain exceptions, on a financial institution using certain information received from an aftiliate to
make a solicitation to a consumer unless the consumer is given notice and a reasonable opportunity to opt out
of such solicitations, and the consumer does not opt out. The final rules apply to information obtained from the
consumer's transactions or account relationships with an affiliate, any application the consumer submitted to
an affiliate, and third-party sources, such as credit reports, if the information is to be used to send marketing
solicitations. - The rules do not supersede or affect a consumer’s existing right under other provisions of the
FCRA to opt aut of the sharing between a financial institution and its affiliates of consumer information other
than information relating solely to transactions or experiences between the consumer and the financial
institution or its affiliates.

Future Legisfation

Future changes in the laws, regulations, or policies that impact Union Bank of California, our other
subsidiaries and us cannot be predicted and may have a material effect on our business and earnings.
Legislation relating to banking and other financial services has been introduced from time to time in Congress
and is likely to be introduced in the future. If enacted, such legislation could significantly change the
competitive environment in which we and our subsidiaries operate. We cannot predict whether these or any
other proposals will be enacted or the ultimate impact of any such legislation on our competitive situation,
financia!l condition or results of operations.

Financial Information

See our Cansolidated Financial Statements starting on page F-55 for financial information about
UnionBanCal Corporation and its subsidiaries.

11




Item 1A. Risk Factors

We are subject to numerous risks and uncertainties, including but not limited to those risks set forth in
“Management’s Discussion and Analysis of Financial Condition and Results of Operations—Regulatory
Matters” in Item 7 of Part il of this Form 10-K and the following information:

Industry Faclors

The U.S. and global economies have experienced a slowing of economic growth, volatility in the
financial markets, and significant deterioration in sectors of the U.S, residential real estate
markets, all of which present challenges for the banking and financial services industry and for
Union Bank of California

Commencing in 2007 and continuing into 2008, certain adverse financial developments have impacted
the U.S. and global economies and financial markets and present challenges for the banking and financial
services industry and for Union Bank of California. These developments include a general slowing of economic
growth both globally and in the U.S. which has prompted the Congress to adopt an economic stimuius bill
which President Bush signed into law on February 13, 2008, and which prompted the Federal Reserve Board
to decrease its discount rate and the federal funds rate several times in the first quarter of 2008. These
developments have contributed to substantial volatility in the equity securities markets, as well as volatility and
a tightening of liquidity in the credit markets. In addition, financial and credit conditions in the domestic
residential real estate markets have deteriorated significantly, particularly in the subprime sector. These
conditions in turn have led to significant deterioration in certain financial markets, particularly the markets for
subprime residential mortgage-backed securities and for collateralized debt obligations backed by residential
mortgage-backed securities. In addition, these conditions have rendered it more difficult for financial
institutions and others to obtain transparent valuations for various portfolio debt securities, especially in the
case of collateralized debt obligations backed by residential mortgage-backed securities or other collateral,
including corporate cbligations, as well as contributing to a widening of credit spreads and a general lack of
liquidity in the marketplace, all of which can result in decreases in fair value of portfolio securities of these
types. 1f, notwithstanding the federal government's recent fiscal and monetary measures, the U.S. economy
were to go into a recession, this would present additional significant challenges for the U.S. banking and
financial services industry and for Union Bank of California. While it is difficult to predict how long these
conditions wilt exist and which markets and businesses of the Bank may be affected, these factors could
continue to present risks for some time for the industry and the Bank.

Fluctuations in interest rates on foans could adversely affect our business

Significant increases in market interest rates on loans, or the perception that an increase may occur, could
adversely affect both our ability to originate new loans and our ability to grow. Conversely, decreases in interest
rates could result in an acceleration of loan prepayments. An increase in market interest rates could also
adversely affect the ability of our floating-rate borrowers to meet their higher payment obligations. If this
occurred, it could cause an increase in nonperforming assets and charge offs, which could adversely affect our
business.

Fluctuations in interest rates on deposits or other funding sources could adversely affect our
margin spread

Changes in market interest rates on deposits or other funding sources, including changes in the
relationship between short-term and long-term market interest rates or between different interest rate indices,
can impact and has impacted our margin spread, that is, the difference between the interest rates we charge
on interest earning assets, such as loans, and the interest rates we pay on interest bearing liabilities, such as
deposits or other borrowings. This impact could result in a decrease in our interest income relative to interest
expense.
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Our deposit customers may pursue alternatives to bank deposits or seek higher yielding deposits,
causing us to incur increased funding costs

The banking industry and we are facing increasing deposit-pricing pressures. Checking and savings
account balances and other forms of deposits can decrease when our deposit customers perceive alternative
investments, such as the stock market, other non-depository invesiments or higher vielding deposits, as
providing superior expected returns. Technology and other changes have made it more convenient for bank
customers to transfer funds into alternative investments or other deposit accounts, including products offered
by other financial institutions or non-bank service providers. Future increases in short-term interest rates could
increase such transfers of deposits to higher yielding deposits or other investments either with us ar with
external providers. Efforts and initiatives we undertake to retain and increase deposits, including deposit
pricing, can increase our costs. When bank customers move moeney out of bank deposits in favor of alternative
investments or into higher yielding deposits, we can lose a relatively inexpensive source of funds, increasing
our funding cost,

Changes in the premiums payable to the Federal Deposit Insurance Corporation will increase our
costs and could adversely affect our business

_Deposits of Union Bank of California, are insured up to statutory limits by the Federal Deposit Insurance
Carporation (FDIC), and, accordingly, are subjected to deposit insurance assessments to maintain the Deposit
Insurance Fund. In November 2006, the FDIC issued a final rule, effective January 1, 2007, that created a
new assessment system designed to mere closely tie what banks pay for deposit insurance to the risks they
pose and adopted a new base schedule of rates that the FDIC can adjust up or down, depending on the revenue
needs of the insurance fund. This new assessment system has resulted in annual assessments on deposits of
Union Bank of California of approximately 5 basis points. Prior to this change, Union Bank of California was not
paying any insurance assessments on deposits under the FDIC's risk-related assessment system. An FDIC
credit for prior contributions offset the assessment for 2007. Once the credit is exceeded, which we presently
expect to occur in the first half of 2008, the deposit insurance assessments Union Bank of California pays will
increase our costs. Any future increases in the deposit insurance assessments Union Bank of California pays
would further increase our costs,

The continuing war on terrorism and overseas military conflicts could adversely affect U.S. and
giobal economic conditions

Acts or threats of terrorism and actions taken by the U.S. or other governments as a result of such acts or
threats and other international hostilities may result in a disruption of U.S. and global economic and financial
conditions and could adversely affect business, economic and financial conditions in the U.S. and globally and
in our principal markets.

Substantial competition could adversely affect us

Banking is a highly competitive business. We compete actively for loan, deposit, and other financial
services business in California, Oregon and Washington, as well as nationally and internationally. Qur
competitors include a large number of state and national banks, thrift institutions, credit unions and major
foreign-affiliated or foreign banks, as well as many financial and nonfinancial firms that offer services similar to
those offered by us, including many large securities firms. Some of our competitors are community or regional
banks that have strong local market positions. Other competitors include large financial institutions that have
substantial capital, technology and marketing resources that are well in excess of ours, Such large financial
institutions may have greater access to capital at a lower cost than us, which may adversely affect our ability to
compete effectively. We also experience competition, especially for deposits, from internet-based banking
institutions, which have grown rapidly in recent years.
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The effects of, changes in or supervisory enforcement of, banking or other laws and regulations or
governmental fiscal or monetary policies could adversely affect us

We are subject to significant federal and state regulation and supervision, which is primarily for the benefit
and protection of our customers and the Deposit Insurance Fund and not for the benefit of investors in our stock
or other securities. In the past, our business has been materially affected by these regulations. This will likely
continue in the future. Laws, regulations or policies, including accounting standards and interpretations,
currently affecting us and our subsidiaries may change at any time. Regulatory authorities may also change
their interpretation of these statutes and regulations. Therefore, our business may be adversely affected by
changes in laws, regulations, policies or interpretations or regulatory approaches to compliance and
enforcement, as well as by supervisory action or criminal proceedings taken as a result of noncompliance
which could result in the imposition of significant civil money penalties or fines. International laws, regulations
and policies affecting us, our subsidiaries and the business we conduct may change at any time and affect our
business opportunities and competitiveness in these jurisdictions. Due to The Bank of Tokyo-Mitsubishi UFJ's
controlling ownership of us, laws, regulations, policies, fines and other supervisory actions adopted or
enforced by the Government of Japan and the Federa! Reserve Board may adversely affect our activities and
investments and those of our subsidiaries in the future.

We maintain systems and procedures designed to comply with applicable laws and regulations. However,
some legal/regulatory frameworks provide for the impasition of criminal or civil penalties (which can be
substantial) for noncompliance. In some cases, liability may attach even if the noncompliance was inadvertent
or unintentional and even if compliance systems and procedures were in place at the time. There may be other
negative consequences from a finding of noncompliance, including restrictions on certain activities and
damage to our reputation.

Additionally, our business is affected significantly by the fiscal and monetary policies of the U.S. federal
government and its agencies. We are particularly affected by the policies of the Federal Reserve Board, which
regulates the supply of money and credit in the U.S. Under long-standing policy of the Federal Reserve Board,
a bank holding company is expected to act as a source of financial and managerial strength for its subsidiary
banks. As a result of that policy, we may be required to commit financial and other resources to our subsidiary
bank in circumstances where we might not otherwise do so. Among the instruments of monetary policy
available to the Federal Reserve Board are (a) conducting open market operations in U.S. government
securities, {b) changing the discount rates on barrowings by depository institutions and the federal funds rate,
and (c) imposing or changing reserve requirements against certain borrowings by banks and their affiliates.
These methods are used in varying degrees and combinations to directly affect the availability of bank loans
and deposits, as well as the interest rates charged on loans and paid on deposits. The policies of the Federal
Reserve Board may have a material effect on our business, prospects, results of operations and financial
condition.

Refer to “Supervision and Regulation” in Item 1 and “Management’s Discussion and Analysis of Financial
Condition and Results of Operations (MD&A)—Regulatory Matters” in Item 7 of this Form 10-K for discussion
of other laws and regulations that may affect our business, and certain pending or threatened regulatory or
other gavernmental matters, including those relating to the Bank Secrecy Act and other anti-money laundering
laws and regulations (BSA/AML). Such matters include a Stipulation and Consent to the Issuance of a Consent
Order, and a Consent Order to a Civil Money Penalty and to Cease and Desist (the Order) entered into by Union
Bank of California with the OCC, an Assessment of Civil Money Penalty by the U.S. Treasury Department’s
Financial Crimes Enforcement Network (FinCEN), and a Deferred Prosecution Agreement entered into by
Union Bank of California with the Department of Justice with respect to BSA/AML matters.

Changes in accounting standards could materially impact our financial statements

From time to time the Financial Accounting Standards Board and the SEC change the financial accounting
and reporting standards that govern the preparation of our financial statements. These changes can be very




difficult to predict and can materially impact how we record and report our financial condition and results of
operations. In some cases, we could be required to apply a new or revised standard retroactively, resulting in
our restating prior period financial statements.

There are an increasing number of non-bank competitors providing financial services

Technology and other changes increasingly allow parties to complete financial transactions electronically,
and in many cases, without banks. For example, consumers can pay bills and transfer funds over the internet
and by telephone without banks. Many non-bank financial service providers have lower overhead costs and are
subject to fewer regulatory constraints. If consumers do not use banks to complete their financial transactions,
we could potentially lose fee income, deposits and income generated from those deposits.

Company Factors
Adverse California economic conditions could adversely affect our business

The State of California currently faces economic and fiscal challenges, the long-term impact of which on
the State's economy cannot be predicted with any certainty. A substantial majority of our assets, deposits and
fee income are generated in California. As a result, poor economic conditions in California may cause us to
incur losses associated with higher default rates and decreased collateral values in our loan portfolio.
Economic conditions in California are subject to various uncertainties at this time, including significant
deterioration in the residential real estate sector, especially the subprime housing markets, and the California
state government’s budgetary and fiscal difficulties. The California state government is currently experiencing
budget shortfalls which in January 2008 prompted Governor Schwarzenegger to declare a fiscal emergency.
This declaration could lead to reduced spending by the State of California and its agencies. It is also possible
that the legislature response to the budget crisis could lead to increased state taxes in California. The financial
and econemic consequences of this situation cannot be predicted with any certainty at this time. If economic
conditions in California decline, we expect that our leve! of problem assets could increase and our prospects for
growth could be impaired.

Adverse economic factors affecting certain industries we serve could adversely affect our business

We are subject to certain industry-specific economic factors. For example, a significant and increasing
portion of our total loan portfolio is related to residential real estate, especially in California. Increases in
residential mortgage loan interest rates could have an adverse effect on our operations by depressing new
mortgage loan originations, which in turn could negatively impact our title and escrow deposit levels.
Additionally, a further downturn in the residential real estate and housing industries in California could have an
adverse effect on our operations and the quality of our real estate loan portfolio. Although we do not engage in
subprime or negative amortization lending, effects of recent subprime market challenges, combined with the
ongoing deterioration in the U.S. and California real estate markets, could result in further price reductions in
single family home prices and a lack of liquidity in refinancing markets. These factors could adversely impact
the quality of our residential construction and residential mortgage portfolio in various ways, including by
decreasing the value of the collateral for our mortgage loans. These factors could also negatively affect the
economy in general and thereby our overall loan portfolio.

We provide financing to businesses in a number of other industries that may be particularly vulnerable to
industry-specific economic factors, including the home building industry, the commercial real estate industry,
the communications/media industry, the retail industry, the energy industry and the technology industry. The
home building industry in California has béen especially adversely impacted by the deterioration in residential
real estate markets, particularly in the subprime housing sector. Continued increases in fuel prices and energy
costs could adversely affect businesses in several of these industries. Industry-specific risks are beyond our
control and could adversely affect our portfolio of loans, potentiaily resulting in an increase in nonperforming
loans or charge offs and a slowing of growth or reduction in our loan portfolio.
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Higher credit losses could require us to increase our allowance for credit losses through a charge
to earnings

When we loan money or commit to loan money, we incur credit risk, or the risk of losses if our borrowers
do not repay their loans. We reserve for credit losses by establishing an allowance through a charge to
earnings. The amount of this allowance is based on our assessment of credit losses inherent in our loan
portfolio and our unfunded credit commitments. The process for determining the amount of the allowance is
critical to our financial results and candition. It requires difficult, subjective and complex judgments about the
future impact from current economic conditions that might impair the ability of our borrowers to repay their
loans.

We might underestimate the credit losses inherent in our loan portfolio and have credit losses in excess of
the amount reserved. Or, we might increase the allowance because of changing economic conditions, which
we conciude have caused losses to be sustained in our portfolio. For example, in a rising interest rate
environment, borrowers with adjustable rate loans could see their payments increase. In the absence of
offsetting factors such as increased economic activity and higher wages, this could reduce borrowers’ ability to
repay their loans, resulting in our increasing the allowance. Continued increases in fuel and energy costs could
also adversely impact some borrowers’ ability to repay their loans. We might also increase the allowance
because of unexpected events. Any increase in the allowance would result in a charge to earnings.

We are not able to offer all of the financial services and products of a financial holding company

Banks, securities firms, and insurance companies can now combine as a ““financial holding company.”
Financial holding companies can offer virtually any type of financial service, including banking, securities
underwriting, insurance (both agency and underwriting), and merchant banking. Many of our competitors
have elected to become financial holding companies. A number of foreign banks have either acquired financial
holding companies or obtained financial holding company status in the U.S., further increasing competition in
the U.S. market. Under current regulatory interpretations, Mitsubishi UFJ Financial Group would be required
to make a financial hotding company election in order for us to have the benefits of this status. Mitsubishi UF
Financiat Group is not presently a financial holding company.

Our stockholder votes are controlled by The Bank of Tokyo-Mitsubishi UFJ; our interests and those
of our minority stockholders may not be the same as those of The Bank of Tokyo-Mitsubishi UFJ

The Bank of Tokyo-Mitsubishi UFJ, a wholly-owned subsidiary of Mitsubishi UFJ Financial Group, owns a
majority of the outstanding shares of our common stock. As a result, The Bank of Tokyo-Mitsubishi UFJ can
elect all of our directors and can control the vote on all matters, including: approval of mergers or other
business combinations; a sale of all or substantially all of our assets; issuance of any additional common stock
or other equity securities; incurrence of debt other than in the ordinary course of business; the selection and
tenure of our Chief Executive Officer; payment of dividends with respect to our common stock or other equity
securities; and other matters that might be favorable to The Bank of Tokyo-Mitsubishi UFJ or Mitsubishi UFJ
Financial Group.

The Bank of Tokyo-Mitsubishi UFJ's ability to prevent an unsolicited bid for us or any other change in
control could also have an adverse effect on the market price for our commaon stock. A majority of our directors
are independent of The Bank of Tokyo-Mitsubishi UFJ and are not officers or employees of UnionBanCal
Corporation or any of our affiliates, including The Bank of Tokyo-Mitsubishi UFJ. However, because of The
Bank of Tokyo-Mitsubishi UFJ's control over the election of our directors, we could designate ourselves as a
“controlled company” under the New York Stock Exchange rules and could change the composition of our
Board of Directors so that the Board would not have a majority of independent directors. We have not done so.
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Possible future sales of our shares by The Bank of Tokyo-Mitsubishi UFJ could adversely affect the
market for our stock -

The Bank of Tokyo-Mitsubishi UFJ may sell shares of our common stock. By virtue of The Bank of Tokyo-
Mitsubishi UFJ's current control of us, The Bank of Tokyo-Mitsubishi UFJ could seil large amounts of shares of
our common stock by causing us to file a registration statement that would allow it to sell shares more easily. In
addition, The Bank of Tokyo-Mitsubishi UFJ could sell shares of our common stock without registration under
certain circumstances, such as in a private transaction. Although we can make no prediction as to the effect, if
any, that such sales would have on the market price of our common stock, sales of substantial amounts of our
common stock, or the perception that such sales could occur, could adversely affect the market price of our
common stock. If The Bank of Tokyo-Mitsubishi UFJ selis or transfers shares of our common stock as a bilock,
another person or entity could become our controlling stockholder.

The Bank of Tokyo-Mitsubishi UFJ's and Mitsubishi UFJ Financial Group’s financial or regulatory
condition could adversely affect our operations

We fund our operations independently of The Bank of Tokyo-Mitsubishi UFJ and Mitsubishi UFJ Financial
Group and believe our business is not necessarily closely related to the business or outlock of The Bank of
Tokyo-Mitsubishi UFJ or Mitsubishi UFJ Financial Group. However, The Bank of Tokyo-Mitsubishi UFS's and
Mitsubishi UFJ Financial Group's credit ratings may affect our credit ratings.

The Bank of Tokyo-Mitsubishi UFJ and Mitsubishi UFJ Financial Group are also subject to regulatory
oversight, review and supervisory action (which can include fines or penalties) by Japanese and U.S.
regulatory authorities. Our business operations and expansion plans could be negatively affected by regulatory
concerns or supervisory action in the U.S. and in Japan against The Bank of Tokyo-Mitsubishi UFJ or
Mitsubishi UFJ Financial Group. For additional information, see "MD&A—Regulatory Matters.”

Potential conflicts of interest with The Bank of Tokyo-Mitsubishi UFJ could adversely affect us

The views of The Bank of Tokyo-Mitsubishi UFJ and Mitsubishi UFJ Financial Group regarding possible
new businesses, strategies, acquisitions, divestitures or other initiatives, including compliance and risk
management processes, may differ from ours. This may delay or hinder us from pursuing individual initiatives
or cause us to incur additional costs and subject us to additional oversight.

Also, as part of The Bank of Tokyo-Mitsubishi UFJ's risk management processes, The Bank of Tokyo-
Mitsubishi UFJ manages global credit and other types of exposures and concentrations on an aggregate basis,
including exposures and concentrations at UnionBanCal. Therefore, at certain levels or in certain
circumstances, our ability to approve certain credits or other banking transactions and categories of customers
is subject to the concurrence of The Bank of Tokyo-Mitsubishi UFJ. We may wish to extend credit or furnish
other banking services to the same customers as The Bank of Tokyo-Mitsubishi UFJ. Our ability to do so may
be limited for various reasons, including The Bank of Tokyo-Mitsubishi UFJ's aggregate exposure and
marketing policies.

Certain directors’ and officers’ ownership interests in Mitsubishi UFJ Financial Group's common stock or
service as a director or officer or other employee of both us and The Bank of Tokyo-Mitsubishi UFJ could create
or appear to create potential conflicts of interest, especially since both we and The Bank of Tokyo-Mitsubishi
UFJ compete in UJ.S. banking markets.

Restrictions on dividends and other distributions could limit amounts payable to us

As a holding company, a substantial portion of our cash flow typically comes from dividends our bank and
non-bank subsidiaries pay to us. Various statutory provisions restrict the amount of dividends our subsidiaries
can pay to us without regulatory approval. In addition, if any of our subsidiaries were to liquidate, that
subsidiary’s creditors will be entitled to receive distributions from the assets of that subsidiary to satisfy their
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claims against it before we, as a holder of an equity interest in the subsidiary, will be entitled to receive any of
the assets of the subsidiary.

Qur ability to make acquisitions is subject to regulatory constraints, and risks associated with
potential acquisitions or divestitures or restructurings may adversely affect us

Our ability to obtain regulatory approval of acquisitions is constrained while the OCC's Order, described in
“MD&A—Regulatory Matters” in this Form 10-K, is in effect. As to matters requiring regulatory approval, when
we have successfully addressed the OCC’s regulatory concerns, we may seek to acquire or invest in financial
and non-financial companies that complement our business.

We may not be successful in completing any acquisition or investment as this will depend on the
availability of prospective target opportunities at valuation levels we find attractive and the competition for
such opportunities from other parties. In addition, we continue to evaluate the performance of all of our
businesses and business lines and may sell or restructure a business or business line. Any acquisitions or
restructurings may result in the issuance of potentially dilutive equity securities, significant write-offs,
including those related to goodwill and other intangible assets, and/or the incurrence of debt, any of which
could have a material adverse effect on our business, results of operations and financial condition. Any
divestures may also result in significant write-offs, including those related to goodwill and other intangibie
assets.

Acquisitions, divestitures or restructurings could involve numerous additional risks including difficulties in
obtaining any required regulatory approvals and in the assimilation or separation of operations, services,
products and personnel, the diversion of management's attention from other business concerns, higher than
expected deposit attrition, divestitures required by regulatory authorities, the disruption of our business, the
potential loss of key employees and unexpected contingent liabilities arising from any business we might
acquire. We may not be successful in addressing these or any other significant risks encountered in connection
with any acqguisition, divesture or restructuring we might make.

Privacy restrictions could adversely affect our business

Our business model relies, in part, upon cross-marketing the products and services offered by us and our
subsidiaries to our customers. Laws that restrict our ability to share information about customers within our
corporate organization could adversely affect our business, results of operations and financial condition.

We rely on third parties for important products and services

Third-party vendars pravide key components of our business infrastructure such as internet connections,
network access and mutual fund distribution and we do not control their actions. Any problems caused by
these third parties, including those as a result of their not providing us their services for any reason or their
performing their services poorly, could adversely affect our ability to deliver products and services to our
customers and otherwise to conduct our business. Replacing these third-party vendors could also entail
significant delay and expense.

Qur business could suffer if we faif to attract and retain skilled personnel

Our success depends, in large part, on our ability to attract and retain key personnel, including executives.
Any of our current employees, including our senior management, may terminate their employment with us at
any time. Competition for qualified personnel in our industry can be intense. We may not be successful in
attracting and retaining sufficient qualified personnel. We may also incur increased expenses and be required
to divert the attention of other senior executives to recruit replacements for the loss of any key personnel.

18




Significant legal proceedings could subject us to substantial uninsured liabilities

We are from time to time subject to claims and proceedings related to our present or previous operations.
These claims, which could include supervisory or enforcement actions by bank regulatory autherities, or
criminal proceedings by prosecutorial authorities, could involve demands for large monetary amounts,
including civil money penalties or fines imposed by government authorities, and significant defense costs. To
mitigate the cost of some of these claims, we maintain insurance coverage in amounts and with deductibles
that we believe are appropriate for our operations. However, our insurance coverage does not cover any civil
money penalties or fines imposed by government authorities and may not cover all other claims against us or
continue to be available to us at a reasonable cost. As a result, we may be exposed to substantial uninsured
liabilities, which could adversely affect our business, prospects, results of operations and financial condition.

Changes in our tax rates could affect our future results

The State of California requires us to file our franchise tax returns as a member of a unitary group that
includes Mitsubishi UFJ Financial Group and either all worldwide affiliates or only U.S. affiliates. Our future
effective tax rates could be favorably or unfavorably affected by increases or decreases in Mitsubishi UFJ
Financial Group’s taxable profits, which in turn are affected by changes in the worldwide economy, especially
in Japan, and decisions that they may make about the timing of the recognition of credit losses or other
matters. We review Mitsubishi UFJ Financial Group’s financial information on a quarterly basis in order to
determine the rate at which to recognize our California income taxes. However, all of the information relevant to
determining the effective California tax rate may not be available until after the end of the period to which the
tax refates, primarily due to the difference between our and Mitsubishi UFJ Financial Group's fiscal year-ends.
Our effective tax rates could also be affected by changes in the valuation of our deferred tax assets and
liabilities, changes in tax laws or their interpretation, by the outcomes of examinations of our income tax
returns by the Internal Revenue Service and other tax authorities and with respect to our California state tax
liabitity, by adjustments that may be necessary from time to time to recognize differences in estimated
California state tax expense based on MUFG's estimated worldwide income and its actual results,

We are subject to operational risks

We are subject to many types of operational risks throughout our organization. Operational risk is the
potential loss from our operations due to factors, such as failures in internal control, systems failures or external
events, that do not fall into the market risk or credit risk categories described in “MD&A—Business Segments.”
Operational risk includes reputational risk, legal and compliance risk, the risk of fraud or theft by employees,
customers or outsiders, unauthorized transactions by employees or aperational errors, including clerical or
record-keeping errors or those resulting from faulty or disabled computer or telecommunications systems. A
discussion of risks associated with regulatory compliance appears above under the caption “The effects of
changes in or supervisory enforcement of, banking or other laws and regulations or governmental fiscal or
monetary policies could adversely affect us.”

We depend on the continued efficacy of our technical systems, operational infrastructure, relationships
with third parties and our employees in our day-to-day and ongoing operations. Our dependence upon
automated systems to record and process transactions may further increase the risk that technical system
flaws or employee tampering or manipulation of those systems will result in losses that are difficult to detect.
Failures in our internal control or operational systems could impair our ability to operate our business and result
in potential liability to customers, reputational damage and regulatory intervention, any of which could harm
our operating results and financial condition.

We may also be subject to disruptions of our operating systems arising from events that are wholly or
partially beyond our control, such as computer hacking or viruses or electrical or telecommunications outages,
which may give rise to disruption of service to customers and to financial loss or liability. Our business recovery
plan may not work as intended or may not prevent significant interruptions of our operations.
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Negative public opinion could damage our reputation and adversely impact our business and
revenues

As a financial institution, our earnings and capital are subject to risks associated with negative public
opinion. Negative public opinion could result from cur actual or alleged conduct in any number of activities,
including lending practices, the failure of any product or service sold by us to meet our customers’ expectations
or applicable regulatory requirements, governmental enforcement actions, corporate governance and
acquisitions, or from actions taken by regulators and community organizations in response to those activities.
We fund our operations independently of The Bank of Tokyo-Mitsubishi UFJ and Mitsubishi UFJ Financial
Group and believe our business is not necessarily closely related to the business or outlook of The Bank of
Tokyo-Mitsubishi UFJ or Mitsubishi UFJ Financial Group. However, negative public opinion could also resuit
from regulatory concerns regarding, or supervisory or other governmental actions in the U.S. or Japan against,
us or Union Bank of California, or The Bank of Tokyo-Mitsubishi UFJ or Mitsubishi UFJ Financial Group.
Negative public opinion can adversely affect our ability to keep and attract and/cr retain customers and
employees and can expose us to litigation and regulatory action. Actua! or alleged conduct by one of our
businesses can result in negative public opinion about our other businesses. Negative public opinion could also
affect our credit ratings, which are important to our access to unsecured wholesale or other borrowings;
significant changes in these ratings could change the cost and availability of these sources of funding.

Our framework for managing risks may not be effeclive in mitigating risk and loss to our company

Cur risk management framework is made up of various processes and strategies to manage our risk
exposure. Types of risk to which we are subject include liquidity risk, credit risk, market risk, interest rate risk,
operational risk, legal risk, compliance risk, reputation risk, fiduciary risk and private equity risk, among
others. Our framework to manage risk, including the framewaork's underlying assumptions, may not be effective
under all conditions and circumstances. If our risk management framework proves ineffective, we could suffer
unexpected losses and could be materially adversely affected.

Cur disclosure controls and procedures may not prevent or detect all errors or acts of fraud

Our disclosure controls and procedures are designed to provide reasonable assurance that information
required to be disclosed by us in reports we file or submit under the Exchange Act is accumulated and
communicated to management, and recorded, processed, summarized and reported within the time petiods
specified in the SEC’s rules and forms. Any disclosure controls and procedures or internal controls and
procedures, no matter how well conceived and operated, can provide only reasonable, not absolute, assurance
that the objectives of the control system are met.

These inherent limitations include the realities that judgments in decision-making can be faulty, and that
breakdowns can occur because of simple error or mistake. Additionally, controls can be circumvented by the
individual acts of some persons, by coliusion of two or more people or by an unautherized override of the
controls. Accordingly, because of the inherent limitations in our control system, misstatements due to error or
fraud may occur and not be detected.

Item 1B. Unresolved Staff Comments

None.

Item 2. Properties

At December 31, 2007, we operated 326 full service branches in California, 4 full service branches in
Oregon and Washington, and 2 international offices. We own the property occupied by 116 of the domestic
offices and lease the remaining properties for periods of five to twenty years.
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We own 2 administrative facilities in San Francisco, 2 in Los Angeles, and 3 in San Diego. Other
administrative offices in Arizona, California, tllinois, Nevada, New York, Oregon, Virginia, Texas and
Washington operate under leases expiring in one to twenty-six years.

Rental expense for branches and administrative premises is described in Note & to our Consolidated
Financial Statements incfuded in this Annuat Report.

Item 3. Legal Proceedings

UnionBanCal Corporation and Union Bank of California have been named, along with 54 other parties, as
defendants in an action filed by DataTreasury Corporation in the United States District Court for the Eastern
District of Texas on February 24, 2006. Plaintiff alleges that defendants are "making, using, selling, offering
for sale, and/or importing in or into the United States, directly, contributory andfor by inducement, without
authority, products and services” that are asserted to fall within the scope of the claims of United States
Patents Nos. 5,910,988, 6,032,137, 5,265,007 and 5,717,868, which are collectively addressed to
various aspects of check processing, including remote data capture, electronic imaging, central processing and
storage. Plaintiff seeks unspecified damages and injunctive relief against infringement. We intend to continue
to vigorously defend against the claims asserted in this legal action.

For information refating to the Bank Secrecy Act and other anti-money Iauhdering laws and regulations
(BSA/AML) matters, see “Management’s Discussion and Analysis of Financial Condition and Results of
Operations-—Regulatory Matters” in this Form 10-K.

We are subject to various other pending and threatened legal actions that arise in the normal course of
business. We maintain reserves for losses from legal actions that are both probable and estimable. In addition,
we believe the disposition of all claims currently pending will not have a material adverse effect on our
consolidated financial condition, operating results or liquidity.

Item 4. Submission of Matters to a Vote of Security Holders

None.
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Item 4A. Executive Officers of the Registrant

The following information pertains to our executive officers as of December 31, 2007:

Executive Officer

Masaaki Tanaka

Philip B. Flynn

David |. Matson

Age
54

Principal Occupation For the Past Five Years

Mr. Tanaka has served as President and Chief Executive Officer of
UnionBanCal and Union Bank of California since May 2007. Mr. Tanaka
served as Executive Officer and General Manager, Corporate Planning
Division of The Bank of Tokyo-Mitsubishi UFJ from January 2006 until
April 2007, during which time he also served as Executive Officer and
Co-General Manager, Corporate Planning Division of Mitsubishi UF)
Financial Group. From May 2004 to December 2005, Mr Tanaka
served as General Manager of Corporate Business Development for The
Bank of Tokyo-Mitsubishi UFJ, during which time he also served, prior to
July 2004, as General Manager of Corporate Banking Division No. 2 of
Corporate Banking Group No. 1, and, beginning in July 2004, as
General Manager of Corporate Banking Division No. 3 of the Corporate
Banking Group. Mr. Tanaka was appointed Executive Officer of The Bank
of Tokyo-Mitsubishi UFJ in June 2004 and Managing Executive Officer
in May 2007. From April 2001 to May 2004, he served as General
Manager, Corporate Planning Division of the Mitsubishi Tokyo Financial
Group and from May 2000 to April 2001, he served as General
Manager, Integrated Planning Office of The Bank of Tokyo-Mitsubishi.
Mr. Tanaka has been a Director of UnionBanCal and Union Bank of
California since May 2007.

Mr. Flynn has served as Vice Chairman and Chief Operating Officer of
UnionBanCal and Union Bank of California since March 2005. He
served as Vice Chairman and head of the Commercial Financial Services
Group from April 2004 to March 2005, as Executive Vice President and
Chief Credit Officer from September 2000 to April 2004, and as
Executive Vice President and head of Specialized Lending from
May 2000 to September 2000. Mr. Flynn has been a Director of
UnionBanCal and Union Bank of California since April 2004,

Mr. Matson has served as Vice Chairman and Chief Financial Officer of
UnionBanCal and Union Bank of California since March 2005 and
served as Executive Vice President and Chief Financial Officer from
July 1998 to March 2005.
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Executive Officer Age Principal Occupation For the Past Five Years

Masashi Cka . . .. ...... 52 Mr. Oka has served as Vice Chairman and Chief Risk Officer of
UnionBanCal and Union Bank of California since August 2007, He
served as Vice Chairman, Administration and Support, from July 2005
until August 2007. Beginning in 1998, Mr. Oka held the following
positions with The Bank of Tokyo-Mitsubishi UFJ: Chief Manager,
Corporate Banking Division No. 2 until April 2001; General Manager,
Syndications Office, Structured Finance Division until October 2002,
General Manager, Global Syndications Office, Debt Finance Division
untif June 2004, and General Manager & Global Head, Syndicated
Finance Division until May 2005. From April 2005 until June 2005,
Mr. Oka was Chairman of the Japan Syndication and Loan-Trading
Association. Mr. Oka has been an Executive Officer of The Bank of Tokyo-
Mitsubishi UFJ since June 2005. Mr. Oka has been a Director of
UnionBanCal and Union Bank of California since Qctober 2005,

Grant K. Ahearn. .. .. ... 51 Mr. Ahearn has served as Senior Executive Vice President and head of
Specialized Financial Services of UnionBanCal and Union Bank of
California since January 2008. He served as Executive Vice President
and head of Specialized Financial Services from October 2007 to
January 2008, and as head of the Energy Capital Services and
Equipment Leasing departments from January 2001 to
September 2007.

JoAnn M. Bourne . ... ... 52 Ms. Bourne has served as Senior Executive Vice President and head of
Commercial Deposits and Treasury Management of UnionBanCal and
Union Bank of California since January 2008. She served as Executive
Vice President and head of Commercial Deposits and Treasury
Management from April 2003 to January 2008. She served as head of
Commercial Banking from January 2002 to April 2003, and managed
the Commercial Deposit Services Division from June 1997 to
January 2002.

Bruce H. Cabral . . ... ... 52 Mr. Cabral has served as Senior Executive Vice President and Chief
Credit Officer of UnionBanCal and Union Bank of California since
January 2008. He served as Executive Vice President and Chief Credit
Officer from April 2004 to January 2008, and as Deputy Chief Credit
Officer from November 2002 until April 2004. Prior to this position,
Mr. Cabral was a Senior Credit Officer responsible for Real Estate
Lending and National Banking.

John C. Erickson . ... ... 46 Mr. Erickson has served as Senior Executive Vice President and Deputy
Chief Risk Officer of UnionBanCal and Union Bank of Califernia since
January 2008, He served as Executive Vice President and Deputy Chief
Risk Officer from September 2007 to January 2008. He served as head
of Commercial Banking and Wealth Management from May 2006 to
September 2007, as head of Commercial Banking from April 2003 to
April 2006, as head of the National Banking and Communications,
Media and Entertainment Divisions from April 2001 to April 2003 and
as Senior Vice President, Corporate Capital Markets, from April 1996 to
April 2001.
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Executive Officer Age Principal Occupation For the Past Five Years

Paul E. Fearer . ........ 64 Mr. Fearer has served as Senior Executive Vice President and Human
Resources Director of UnionBanCal and Union Bank of California since
January 2008. He served as Executive Vice President and Muman
Resources Director from April 1996 to January 2008.

Steven L. Glaser .. ..... 59 Mr. Glaser has served as Senior Executive Vice President and head of
Retail Banking of UnionBanCal and Union Bank of California since
January 2008. He served as Executive Vice President and head of Retail
Banking from May 2006 to January 2008, and as head of the Consumer
Asset Management Division from April 1997 to September 2006.

John H. McGuckin, Jr. ... 61 Mr. McGuckin has served as Senior Executive Vice President, General
Counsel and Secretary of UnionBanCal and Union Bank of California
since January 2008. He served as Executive Vice President, General
Counsel and Secretary from September 2000 to January 2008. He
served as Executive Vice President and General Counsel of UnionBanCal
from January 1998 to September 2000, and served as Executive Vice
President and General Counsel of Union Bank of California from
April 1996 until September 2000.

J. Michael Stedman . . . .. 42 Mr. Stedman has served as Senior Executive Vice President and as head
of Real Estate Industries of UnionBanCal and Union Bank of California
since January 2008. He served as Executive Vice President and head of
Real Estate Industries from November 2006 to January 2008. He
served as Senior Vice President and Senior Credit Officer for Real Estate
from February 2003 to November 2006, and as Senior Vice President
and Real Estate Loan Center Manager from April 1999 to
February 2003.

Johannes H. Worsoe . . . . . 40 Mr. Worsoe has served as Senior Executive Vice President and head of
Global Markets of UnionBanCal and Union Bank of California since
January 2008. He served as Executive Vice President and head of
Global Markets frem July 2005 to January 2008. He served as Senior
Vice President and Manager of Global Markets from January 2004 to
July 2005, and as Senior Vice President and Manager of Global Markets
Trading and Sales from February 2001 to January 2004,

James Yee . ... ....... 54 Mr. Yee has served as Senior Executive Vice President and Chief
{information Officer of UnionBanCal and Union Bank of California since
January 2008. He served as Executive Vice President and Chief
Information Officer from May 2005 to January 2008, Prior to joining
UnionBanCal, he served as Senior Vice President, Information
Technology, for Charles Schwab & Company from Aprit 2004 to
April 2005 and Senior Vice President and Chief Information Officer of
Pacific Exchange, Inc. from April 2000 to March 2003.

The term of office of an executive officer extends until the officer resigns, is removed, retires, or is
otherwise disqualified for service. There are no family relationships among the executive officers.




PART i

Item 5. Market for Registrant's Common Equity, Related Stockholder Matters and
Issuer Purchases of Equity Securities

Qur common stock is traded on the New York Stock Exchange under the symbol UB. As of January 31,
2008, our common stock was held by 3,070 stockholders of record. At December 31, 2007, The Bank of
Tokyo-Mitsubishi UFJ, Ltd. held approximately 65 percent of our common stock. During 2006 and 2007, the
average daily trading volume of our commaon stock was 365,725 shares and 426,884 shares, respectively. At
December 31, 2005, 2006 and 2007, our common stock closed at $68.72 per share, $61.25 per share and
$48.91 per share, respectively. The following table presents stock quotations for each quarterly period for the
two years ended December 31, 2006 and 2007. ’

2006 2007
High Low High Low
Firstquarter . ............ ... ........ $70.37 $65.65 $65.03 $59.01
Secondquarter . ........... ... . ... ... 71.75 62.63 64.00 59.01
Thirdquarter . . . ............ ... ....... 65.64 5846 6109 52.19
Fourthguarter . ... ....... ... ......... 62.99 56.26 6048 4718

The following table presents quarterly per share cash dividends declared for 2006 and 2007.

2006 2007
First Quarter . . ... $0.41 30.47
Second quUAMNEr . . . .. e 0.47 0.52
Third quarter . ... e 0.47 0.52
Fourth quarter. . .. .. .. . 0.47 0.62

On January 23, 2008, our Board of Directors approved a quarterly common stock dividend of $0.52 per
share for the first quarter of 2008. Future dividends will depend upon our earnings, financial condition, capital
requirements and other factors our Board of Directors may deem relevant.

We offer a dividend reinvestment and stock purchase plan that allows stockhclders to reinvest dividends
in our common stock at market price. The Bank of Takyo-Mitsubishi UFJ did not participate in the plan during
2006 and 2007. For further information about this plan, see Note 15 to our Consoclidated Financial
Statements included in this Annual Report.

Qur ability to declare and pay dividends is affected by certain regulatory restrictions. See Note 20 to our
Consolidated Financial Statements included in this Annual Report.
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The following table presents repurchases by us of our equity securities during the fourth quarter 2007,

Approximate Dollar
Total Number Value of Shares
of Shares Purchased that May Yet Be
Total Number of  Average Price Paid  as Part of Publicly  Purchased Under

Period Shares Purchased!? per Share Announced Programs  the Programs

October 2007

{October 1-22, 2007) ....... 1,854 $59.63 — $561,946,030
November 2007

{(November 1-30, 2007}. .. ... 798,973 £51.52 784,000 $520,779,358
December 2007

{December 1-18, 2007). ... .. 174,025 $52.55 145,000 $511,635,131@
Total ................. ... 974,952 $51.72 929,000

M ncludes 1,954 shares, 14,973 shares and 29,025 shares of common stock repurchased during Cctober, November and
December 2007, respectively, from employees for required personal income tax withheldings on the vesting of restricted stock
issued under the Year 2000 UnionBanCal Corporation Management Stock Plan.

@ In the fourth quarter of 2007, UnionBanCal Corporation used $50.4 miilion from the $500 million repurchase program announced
on April 26, 2006.

item 6. Selected Financial Data
See page F-1 of this Annual Report.

Item 7. Management’s Discussion and Analysis of Financial Condition and Results of
Operations

See pages F-1 through F-53 of this Annual Report.

Item 7A. Quantitative and Qualitative Disclosures About Market Risk
See pages F-37 through F-41 of this Annual Report.

Item 8. Financial Statements and Supplementary Data
See pages F-55 through F-127 of this Annual Report.

Item 9. Changes in and Disagreements with Accountants on Accounting and
Financial Disclosure

None.

Item 9A. Controls and Procedures

Disclosure Controls.  Our Chief Executive Officer (principal executive officer) and Chief Financial Officer
{principal financial officer) have concluded that the design and operation of our disclosure controls and
procedures are effective as of December 31, 2007. This conclusion is based on an evaluation conducted under
the supervision and with the participation of management. Disclosure controls and procedures are those
controls and procedures which ensure that information required to be disclosed in this filing is accumulated
and communicated to management and is recorded, processed, summarized and reported in a timely manner
and in accordance with Securities and Exchange Commission rules and regulations.




Internal Controls Over Financial Reporting. Management’s Report on Internal Control Over Financial
Reporting regarding the effectiveness of internal controls over financial reporting is presented on page F-127.
The Report of Independent Registered Public Accounting Firm is presented on page F-126. During the quarter
ended December 31, 2007, there were no changes in our internal controls over financial reporting that
materially affected, or are reasonably likely to affect, our internal controls over financial reporting.

Item 9B. Other Information

None.

PART Il
Iltem 10. Directors, Executive Officers and Corporate Governance

Reference is made to the informaticn contained in the section entitled “Election of Directors—Nominees”
of the Proxy Statement for our May 22, 2008 Annual Meeting of Stockholders for incorporation by reference of
information concerning directors and persons nominated to become directors of UnionBanCal Corporation. See
“Executive Officers of the Registrant” on pages 22 - 24 of this Annual Report for information regarding
executive officers.

Information concerning Section 16(a) beneficial ownership reporting compliance is incorporated by
reference from the text under the caption “Section 16(a) Beneficial Ownership Reporting Compliance” in the
Proxy Statement for our May 22, 2008 Annual Meeting of Stockholders.

Corporate Governance

UnionBanCal has a separately designated standing Audit Committee established in accordance with
Section 3(a)(58)(A) of the Securities Exchange Act of 1934. The members of the Audit Committee are
Michael J. Gillfillan {Chair}, David R. Andrews, L. Dale Crandall, Murray H. Dashe, Mary S. Metz and Dean A.
Yoost, all of whom are independent under the New York Stock Exchange Corporate Governance Rules. Of these
Audit Committee members, Mr. Crandall is an audit committee financial expert as determined by the Board
within the applicable definition of the Securities and Exchange Commission.

We have adopted the following:

» A Code of Ethics applicable to senior financial officers, including our Chief Executive Officer, Chief
Financial Officer and Controller;

« Business Standards for Ethical Conduct, which is a code of ethics and conduct applicable to all officers
and employees;

+ A Code of Ethics applicable to directors of UnionBanCal and Union Bank of California;

« Corporate Governance Guidelines to promote the effective functioning of the activities of the
UnionBanCal Board of Directors and to promote a common set of expectations as to how the Board, its
Committees, individual directors and management should perform their functions; and

e Charters for the Committees of the Board, including the Audit Committee, Corporate Governance
Committee and Executive Compensation & Benefits Committee.

A copy of each of these committee charters, Codes of Ethics, Business Standards for Ethical Conduct and
Corporate Governance Guidelines is posted on our website, or is available, without charge, upon the written
request of any stockholder directed to the Secretary of UnionBanCal Corporation, 400 California Street, San
Francisco, California 94104-1302. We intend to disclose promptly any amendment to, or waiver from any
provision of, the Code of Ethics applicable to senior financial officers, and any waiver from any provision of the
Code of Ethics applicabte to directors or the Business Standards for Ethical Conduct applicable to executive
officers, on our website. Our website address is www.unionbank.com.
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Iitem 11. Executive Compensation

Information concerning executive compensation is incorporated by reference from the text under the
captions “Executive Compensation” {provided that the section entitled, “Executive Compensation & Benefits
Committee Report” shall be furnished by this reference and shall not be deemed filed or incorporated by
reference into any filing under the Securities Act of 1933 or the Securities Exchange Act of 1934) and “Director
Compensation” in the Proxy Statement for our May 22, 2008 Annual Meeting of Stockholders. Additional
information regarding our directors is incorparated by reference from the text under the caption “Compensation
Committee Interlocks and Insider Participation” in the Proxy Statement for our May 22, 2008 Annual Meeting
of Stockholders.

Iltem 12. Security Ownership of Certain Beneficial Owners and Management and
Related Stockholder Matters

Information concerning ownership of the equity stock of UnionBanCal by certain beneficial owners and
management is incorporated by reference from the text under the captions “Principal Stockholders” and
“Security Ownership by Management” in the Proxy Statement for our May 22, 2008 Annual Meeting of
Stockholders.

Information concerning our equity plans as of December 31, 2007, is incorporated by reference from the
text under the caption “Equity Compensation Plan Information’ in the Proxy Statement for our May 22, 2008
Annual Meeting of Stockholders.

Item 13. Certain Relationships and Related Transactions, and Director Independence

information concerning certain relationships and related transactions with officers, directors, and The
Bank of Tokyo-Mitsubishi UFJ is incorporated by reference from the text under the caption “Transactions with
Related Persons” in the Proxy Statement for our May 22, 2008 Annual Meeting of Stockholders. Information
concerning independence of directors is incorporated by reference from the text under the caption “Election of
Directors—Director independence” in the Proxy Statement for our May 22, 2008 Annual Meeting of
Stockholders.

Item 14. Principal Accountant Fees and Services

Reference is made to the information contained in the section entitled “Ratification of Selection of
Independent Registered Public Accounting Firm—Audit Fees” and “—Pre-approval of Services by Deloitte &
Touche LLP" in the Proxy Statement for our May 22, 2008 Annual Meeting of Stockholders for incorporation by
reference of information concerning principal accounting fees and services.

PART IV
Item 15. Exhibits and Consolidated Financial Statement Schedules

{a)(1) Financial Statements

Our Consolidated Financial Statements, Management's Report on Internal Control Over Financial
Reporting, and the Report of Independent Registered Public Accounting Firm are set forth on pages F-55
through F-127. (See index on page F-54).

(a}2) Financial Statement Schedules

All schedules to our Consolidated Financial Statements are omitted because of the absence of the
conditions under which they are required or because the required information is included in our Consolidated
Financial Statements or accompanying notes. '




(a)(3) Exhibits

No. Description

3.1  Restated Certificate of Incorporation of the Registrant!!!
3.2 Bylaws of the Registrant'V

4.1  Trust Indenture between UnionBanCal Corporation and J.P Morgan Trust Company, National
Association, as Trustee, dated December 8, 2003%@

4.2 The Registrant agrees to furnish upon request to the Commission a copy of each instrument
defining the rights of holders of long-term debt of the Registrant.

10.1  UnionBanCal Corporation Management Stock Plan*®

10.2  Union Bank of California, N.A. Deferred Compensation Plan*3%
10.3  Union Bank of California, N.A. Senior Executive Bonus Plan*t4
10.4  Union Bank of California, N.A Senior Management Bonus Plan*®

10.5  Union Bank of California, N.A. Supplemental Executive Retirement Plan for Policy Making
Officers*(35

10.6  Bank of California Executive Supplemental Benefits Plan {Restated as of January 1, 1990)*®

10.7 Executive Supplemental Benefit Plan {effective February 1, 1986} and example Amendment to
Benefit Agreement and Waiver (Effective January 1, 1990)*”

10.8  Union Bank Financial Services Reimbursement Program*®!
10.9  UnionBanCal Corporation Performance Share Plan*®
10.10 Amended and Restated 1997 UnionBanCal Corporation Performance Share Plan*\10

10.11 Amengggent te Amended and Restated 1997 UnionBanCal Corporation Performance Share
Plan*

10.12 Forms of Performance Share Agreement under the 1997 UnionBanCal Corporation Performance
Share Plan*11

10.13 2008 Form of Performance Share Agreement under the 1997 UnionBanCal Corporation
Performance Share Plan*(3®

10.14 Form of Terms and Conditions of Performance Share Plan Stock Unit Deferral Elections*12)

10.15 2008 Form of Terms and Conditions of Performance Share Plan Stock Unit Deferral
Electigns*©33

10.16 Service Agreement Between Union Bank of California, N.A. and The Bank of Tokyo-
Mitsubishi, Ltd. dated October 1, 1997*13

10.17 Year 2000 UnionBanCal Corporation Management Stock Plan*4

10.18 Form of 2006 Nonqualified Stock Option Agreement under the Year 2000 UnionBanCal
Corporation Management Stock Plan*(1%

10.19 Form of 2005 Nongualified Stock Option Agreement under the Year 2000 UnionBanCal
Corporation Management Stock Plan*1®

10.20 Form of 2004 Nonqualified Stock Option Agreement under the Year 2000 UnionBanCal
Corporation Management Stock Plan*7

10.21 Form of 2006 Restricted Stock Agreement under the Year 2000 UnionBanCal Corporation
Management Stock Plan*(®




No.

Description

10.22

10.23

10.24

10.25

10.26

10.27

10.28

10.29

10.30

10.31

10.32
10.33
10.34
10.35
10.36
10.37
10.38
10.39

10.40

10.41

10.42

12.1

21.1
23.1
24.1

Form of Restricted Stock Agreement under the Year 2000 UnionBanCal Corporation
Management Stock Plan*(19

Forms of 2006 Restricted Stock Unit Agreement for Non-Employee Directors under the Year
2000 UnionBanCal Corporation Management Stock Plan*(20)

Forms of 2007 Restricted Stock Unit Agreements for Non-Employee Directors under the Year
2000 UnionBanCal Corporation Management Stock Plan.*@1!

Amendment to 2007 Restricted Stock Unit Agreements for Non-Employee Directors under the
Year 2000 UnionBanCal Corporation Management Stock Plan*‘22

Forms of Restricted Stock Unit Agreement for Non-Employee Directors under the Year 2000
UnionBanCal Corporation Management Stock Plan*(23

Form of 2004 Nongualified Stock Option Agreement for Non-Employee Directors under the Year
2000 UnionBanCal Corporation Management Stock Plan*@4)

Terms and Conditions Applicable to Non-Employee Director Stock Unit Awards under the Year
2000 UnionBanCal Corporation Management Stock Plan*3%

Forms of Restricted Stock Agreement for Non-Employee Directors under the Year 2000
UnionBanCal Corporation Management Stock Plan*29)

Form of Change-of-Control Agreement, dated as of May 1, 2003, between UnionBanCal
Corporation and each of the policy-making officers of UnionBanCal Corporation*@)

Form of Amendment, effective as of January 1, 2005, to Change-of-Control Agreement, between
UnionBanCal Corporation and each of the policy-making officers of UnionBanCal Corporation*©

Union Bank of California, N.A, Separation Pay Plan*3%

Philip B. Flynn Employment Agreement (effective April 1, 2004)*27

Philip B. Flynn Amendment of Employment Agreement (effective May 1, 2005)*@8!

Philip B. Flynn Amendment to Executive Agreement (effective January 1, 2005)*@5
David 1. Matson Employment Agreement {(effective January 1, 1998)*2%

David |. Matson Amendment of Employment Agreement (effective May 1, 2005)*3®
David |. Matson Amendment to Executive Agreement (effective January 1, 2005)*3%

Written Descriptions of Compensation Arrangements for UnionBanCal Non-Employee
Directors*1)

Written Description of Compensation Arrangements for Union Bank of California, N.A.
Non-Employee Directors*32

Repurchase Agreement between UnionBanCal Corporation and The Bank of Tokyo
Mitsubishi, Ltd., dated as of February 23, 200533

Purchase and Assumption Agreement by and among Union Bank'of California, N.A., Union
Bank of California International, and Union Bank of California Servicos LTDA, and Wachovia
Bank, N.A. dated September 21, 200564

Computation of Ratio of Earnings to Combined Fixed Charges and Preferred Stock Dividend
Requirements®>

Subsidiaries of the Registrant®3
Consent of Deloitte & Touche LLP®S
Power of Attorney@d
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No.

Description

24.2
31.1

31.2

32.1

32.2

Resolution of Board of Directors®3®

Certification of the Chief Executive Officer pursuant to Rule 13a-14(a)/15d-14{a) of the
Exchange Act, as adopted pursuant to Section 302 of the Sarbanes-Oxley Act of 200232

Certification of the Chief Financia! Officer pursuant to Rule 13a-14(a}/15d-14(a) of the
Exchange Act, as adopted pursuant to Section 302 of the Sarbanes-Oxley Act of 200233

Certification of the Chief Executive Officer pursuant to 18 U.5.C. Section 1350, as adopted
pursuant to Section 906 of the Sarbanes-Oxley Act of 2002035

Certification of the Chief Financial Officer pursuant to 18 U.S.C. Section 1350, as adopted
pursuant to Section 906 of the Sarbanes-Oxley Act of 2002635

(1}

(2

(3

4)

(53

(6}

(7

—

8

(9

=

{10)

(11)

(12)

{13

(14)

{15)

(16}

Incorporated by reference to the exhibit of the same number to the UnionBanCal Corporation Quarterly
Report on Form 10-Q for the quarter ended September 30, 2003 (SEC File No. 001-15081).

Incorporated by reference to Exhibit 99.1 to the UnionBanCal Corporation Current Report on Form 8-K
dated December 8, 2003 (SEC File No. 001-15081).

Incorporated by reference to the exhibit of the same number to the UnionBanCal Corporation Annual
Report on Form 10-K for the year ended December 31, 1997 (SEC File No. 000-28118).

Incorporated by reference to Appendix B to the UnionBanCal Corporation Definitive Proxy Statement on
Schedule 14A filed on March 23, 2006 (SEC File No. 001-15081).

Incorporated by reference to Exhibit C to the UnionBanCal Corporation Definitive Proxy Statement on
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UnionBanCal Corporation and Subsidiaries

Management'’s Discussion and Analysis of Financial Condition
and Results of Operations

Selected Financial Data

As of and for the Years Ended December 31,

{Dollars in thousands, except per shate data) 2003 2004 2005 2006 2007
Results of operations:
Netinterest incomel™ . . . L e § 1,580,095 $ 1,627,104 $ 1839926 & 1,839,743 § 1727924
(Reversal of) provision for loan losses™ . . . . . . . .. ... ... ... .. ... 58,99 (58,232} (50,683) (5,000} 81,000
MONIRtarest INCOME . . . . . . o v v e e e e e e e e 689,059 879,005 759,617 830,943 868,302
Noninterest expenset® . . . . . .. L. L e 1,356,705 1,453,348 1,552,083 1,637,849 1,643,405
Income from continuing operations befare income taxes™ . . . . . . ... .. ... 823,450 1,110,993 1,098,143 1,037,837 871,821
Taxable-equivalent adjustment . . . . . . . ... . ... ... 2,553 3,745 4,352 6,401 9,272
INCOME TAX BXPENSE . . . . . v v v v v v e e e e e e 270,134 393,234 359,074 270,121 292,683
Income from continuing operations . . . . . ... .. ... ... ... o 550,763 709,014 734,717 761,315 569,866
Income {toss) from discontinued operations, net of taxes R 36,376 23,520 128,216 {8,319) 38,228
NETINCOME . . . . o e e e $ 587,139 % 732534 § 862933 $ 752,996 3§ 608,094
Per common share:
Basic earnings:
From continuing opesatiens . . . . . . . . .. ... ... 3 370 % 480 % 506 % 538 % 4.14
RetinCome . . . . . . . . o e e e 3.94 4,96 5.95 5.32 4,42
Diluted earnings:
From continuing operations . . . . . . . . . . ... . e e e 3.66 4,72 4,97 5.30 4.10
NELINCOME . . v v o o s o e e e e e e e 3.90 4.87 5.84 .24 4.37
Dividends'™> . . . . . e 1.21 1.39 1.59 1.82 2.03
Book value (end of peridd) . . . . . . . . . e 25.66 28,93 31.62 32,86 34,37
Comman shares outstanding (end of peried® . . . ... .. ... ... ... 145,758,156 148,359,918 144,207,072 139,107,254 137,836,068
Weighted average common shares outstanding (basic)*®® . | 148,917,249 147,767,238 145,109,058 141,620,081 137,617,100
Weighted average common shares outstanding (dilutedy™*s . ., .., . ., . .. 150,645,193 150,302,831 147,751,565 143,754,865 139,052,436
Balance sheet {(end of period}:
Total assews™ . . 0 L % 42498467 $ 48,098,021 $ 49,416,002 § 52,619,576 $§ 55,727,748
Total I0ANS . . . . . . L e e e e e 24,375,156 29,109,415 33,095,595 36,671,723 41,204,188
Nonrenorming BSOS L L L L L L L i i e e e s 286,050 149,855 61,645 42,365 56,525
Jotal deposits . . . . .. .. Lo 33,947,806 38,548,005 39,949 257 41,850,682 42,680,191
Medium- and fong-termdebt . . . . . . ... ... Lo 820,448 816,113 801,095 1,318,847 1,913,622
Stockhalders'equity . . . . . . .. L 3,740,436 4,292,244 4,559,700 4,571,401 4,737,981
Balance sheet (period average)™:
Total A8SBIS . . . . . . . e e % 38,568,002 % 43,137,540 % 47,593,697 $ 49,979,342 $ 53,588,623
Total I08NS . . . . . L e e e 24,927,797 26,047,678 31,452,606 35,704,129 39,424,327
Earning assets 34,925,332 39,026,894 42,796,688 45,080,843 48,968,930
Tota) deposits N 32,016,157 35,932,380 39,393,293 40,000,434 42,185,536
Stockholders' equity . . . . . . . L L L L L e 3,831,032 4,050,202 4,280,085 4,574,185 4,603,022

Financial ratios':
Return on average assets:

From continuing aperations 1.43% 1.64% 1,54% 1.52% 1.06%
Netincome . . . . ... .. .. e 1.52 170 1.81 1.51 1.13
Return on average stockholders’ equity

From continuing operations . . 14.38 17.51 17.17 16.64 12.38
Net income . . . 15.33 18.09 20.16 16.46 13.21
Efficiancy ratio® . . 59.98 57.45 59.77 62.09 62.95
Net interest margin'! L L Ce L. 4.44 4.17 4.30 4.08 3.53
Dividend payoutratio . . . .. .. R C e 32.70 28.96 31.42 33.83 49,03
Tangible common equity ratic . . . R 8.20 7.96 8.31 7.85 7.73
Tier 1 risk-based capital ratio® 1131 9.17 8.68 830
Tatal risk-based capital ratio®® , . . 14.14 12.17 11.10 1171 11.21
Levarage raliof® . . . . . L L e 5,03 8.09 8.39 B.44 8.27
Allowance for loan losses t0:¥
TotBIIDANS . . . . . e e e e 1.90 1,37 1.06 0.90 0.98
NoRacerual IBans . . v vy o e e e 165.15 279.97 596.91 792.32 722.64
Allowances for credit losses to:19
TORIIBANS . . . . o . i e e e e e e 2.19 1.65 .32 1.12 1.20
Nonaccrual loans . . o . v L L L e e e 190.08 337.74 743.58 987.06 884.80
Net loans charged off (recovered} to average total loans . . . . . . .. .. ... .. 0.64 0.09 (0.01) 0.04 0.03
Nonperfaorming assets to total loans, distressed loans held for sale, and foreclosed
BSSELS . L L L e e e e e 1.17 0.51 0.19 0.12 .14
Nanperforming assets to total assets® . . . . . ., ., , ..., .. ..., 0.67 0.31 0.12 0.08 c.10
m Amounts are on a taxable-equivalent basis using the federal statutory 1ax rate of 35 percent.
@ For 2003 and 2004, we reclassified the provision for off-ba’ance sheet commitment losses of $13.8 and $12.5 milllon, respectively, between {reversal of) provision for lan
losses and noninterest expense.
@ Dividends per share reflect dividends declared on UnionBanCal Corporation’s common stack outstanding 2s of the detlaration date.
w Comman shares outstanding reflect common shares issued less treasury shares.
L At December 31, 2006 and 2007, weighted average common shares outstanding (basic) excludes nonvested restricted shares but includes the impact of those shares in the
calculation of diluted shares. The impact of this change on previous periods was not material.
& End of period total assets and assets used to calcufate all regulatory capital ratios include these of discontinued operations.,
o Period average balances and average balances used to calculate our financial ratios are based on continuing operations data only, unless atherwise indicated.
8 The efficiency ratio is noninterest expense, excluging foreclosed asset expense (income} and the (reversal} of provision for losses on off-balance sheel commitments, as a
percentage of net interest income (taxable-equivalent basis} and noninterest income and is calculated for continuing operations only.
19 The allowance for loan Josses ratics are calculated using the allowance for Joan losses against end of period total loans or total nonperforming loans, as appropriate. These ratios
relate to continuing operations anty.
m The allowance for credit losses ratios are catculated using the sum of the allowances for loan losses and for lasses on off-balance sheet commitments against end of period total
loans or total senperforming loans, as appropriate. These ratios refate to continuing operations anly.
nm = ngt meaningful
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This report includes forward-looking statements, which include forecasts of our financial resulls and
condition, expectations for our operations and business, and our assumptions for those forecasts and
expectations. Do not rely unduly on forward-looking statements. Actual results might differ significantly from
our forecasts and expectations. Please refer to Part ], Item 1A “Risk Factors” for a discussion of some factors
that may cause results to differ.

You should read the following discussion and analysis of our consolidated financial position and results of
our operations for the years ended December 31, 2005, 2006 and 2007 together with our Consolidated
Financial Statements and the Notes to Consolidated Financial Statements included in this Annual Report.
Averages, as presented in the following tables, are substantially all based upon daily average balances.

As used in this Annual Report, the term “UnionBanCal” and terms such as “we,"” "us” and “our” refer to
UnionBanCal Corporation, Union Bank of California, N.A., one or more of their consolidated subsidiaries, or to
all of them together.

Introduction

We are a California-based, commercial bank holding company whose major subsidiary, Union Bank of
California (the Bank), is a commercial bank. We had consolidated assets of $56 billion at December 31,
2007. At December 31, 2007, The Bank of Tokyo-Mitsubishi UFJ, Ltd., our majority owner, owned
approximately 65 percent of our outstanding common stock.

Executive Overview

We are providing you with an overview of what we believe are the most significant factors and
developments that impacted our 2007 results and that could impact our future results. We ask that you
carefully read this entire document and any cther reports that we refer to in this Annual Report for more
detailed information that will assist your understanding of trends, events and uncertainties that impact us.

The turbulent overall market conditions in 2007 impacted us and the entire banking industry. However,
unlike many of our competitors, our residential loan portfolio has been underwritten with relatively low
loan-to-value ratios and high FICO scores. Despite the challenging market, our overall credit quality remained
strong and we generated positive organic foan growth,

In 2007, we sold our retirement recordkeeping business for $103 million and recorded a pre-tax gain of
$94.7 million. For further information, see “Discontinued Operations” below. Our decision to exit the
retirement recordkeeping business was based on our lack of scale in this rapidly consolidating industry.

In 2007, our average total loans grew 10 percent to $39.4 billion. This growth was primarily
concentrated in our commercial and residential mortgage lending areas. We expect that the growth rate in
residential mortgage loans will decline with the slowdown in the housing market.

During 2007, we provided $90 million for our allowance for credit losses compared with a reversal of
$10 million in 2006. The increase is primarily due to an increase in the reserves attributable to the
homebuilder segment. The higher reserves reflect negative risk grade trends in the homebuilder porttolio and
weakening operating conditions in the homebuilding industry. Despite the incraase in the allowance for credit
losses to reflect these changes, there were no net chargeoffs in the homebuilder portfolio and only one
nonaccrual loan at year end 2007.

Asset quality for the remainder of the loan portfolic was strong at December 31, 2007. Our
nonperforming assets totaled $42 million and $57 million at December 31, 2006 and 2007, respectively. As
our credit portfolic continues to grow, we believe that our consistently responsible lending and monitoring
practices will position us to outperform the industry with respect to credit quality.




At December 31, 2006 and 2007, our allowances for credit losses as a percent of total loans was
1.12 percent and 1.20 percent, respectively. At December 31, 2006 and 2007, our allowances for credit
losses as a percent of nonaccrual loans was 987 percent and 885 percent, respectively.

Contrasting our strong loan growth and continued good credit quality, our average noninterest bearing
deposits declined 16 percent to $14.2 billion in 2007 as a result of our customers transferring their balances
from noninterest bearing to interest bearing deposits or other investments. In addition, the average all-in-cost
of funds rose from 1.93 percent in 2006 to 2.68 percent in 2007. However, we believe that despite the
deposit shift we experienced in 2006 and 2007, our relatively high percentage of average noninterest bearing
deposits to average total deposits continues to provide us with a funding advantage compared to most of our
peers.

In 2007, our net interest income declined 6 percent to $1.7 billion, primarily due to a deposit mix shift
from noninterest bearing and low-cost deposits into higher-cost deposits. This decline was partially offset by
our strong loan growth and higher yields on earning assets.

in 2007, our noninterest income grew 5 percent to $868 million, primarily due to higher gains on the sale
and distribution of private capital investments, trust and investment management fees related to growth in
trust assets, and trading account income. These increases were partially offset by a decline in insurance
commissions and service charges on deposit accounts, which stemmed from lower account analysis fees and
lower overdraft fees.

In 2007, our noninterest expense of $1.6 billion was flat as compared to 2006. Higher costs related to
our provision for credit losses on off-balance sheet commitments, higher legal expense relating to our
proportionate share of Visa litigation charges (for further informatiaon, refer to Note 24 to these consolidated
financial statements), lower foreclosed asset income and a civil money penalty {see discussion below) were
offset by lower outside services expenses related to the payment of vendor bills and intangible asset
amortization.

In the third quarter of 2007, we made a $10 million payment for a civil money penalty, as part of the order
entered into with the Office of the Comptroller of the Currency (OCC) and the assessment by the Financial
Crimes Enforcement Network (FinCEN} of the U.S. Treasury Department, related to compliance with Bank
Secrecy Act and other anti-rmoney laundering taws and regulations (BSA/AML). In addition, we entered into a
Deferred Prosecution Agreement with the Department of Justice (DOJ) relating to past violations of BSA/AML
that occurred in the Bank's now discontinued international banking business. As part of this agreement, we
paid $21.6 million to the DOJ in the third quarter of 2007. For additional information, see “Regulatory
Matters” in this Annual Report.

Our effective tax rate on continuing operations increased to 34 percent in 2007 from 26 percent in 2006.
The lower rate in 2006 was primarily due to reductions in California tax expense from a refund of California
franchise taxes of $72.8 million, net of federal tax, which we received in December 2006.

During 2007, we returned a significant amount of capital to our stockholders in the form of dividends and
common stock repurchases. We declared $281 million in dividends and we repurchased $138 million of our
common stock in 2007. As of December 31, 2007, we had $512 million remaining under our current board
authorization for the repurchase of our common stock.

Discontinued Operations

Our discontinued operations consist of two separate businesses, retirement recordkeeping services and
international correspondent banking. During the third quarter 2005, we committed to 2 plan to exit our
international correspondent banking business and entered into a definitive agreement to sell this business to
Wachovia Bank, N.A. This business consisted of international payment and trade processing along with the
related lending activities. The transaction closed on October 6, 2005 and we received $245 million. In 2005
and 2006, we recorded a pre-tax gain of $228.8 million and $4.0 million, respectively.

F-3




in November 2007, we entered into an agreement to sell our retirement recordkeeping business for
$103.0 million to Prudential Retirement, a subsidiary of Prudential Financial, Inc. The transaction closed in
December 2007, and we recorded a pre-tax gain of $94.7 million. The pre-tax gain reflects transaction costs of
$2.1 million and the elimination of intangible assets of $6.2 million, which includes goodwill of $4.8 miilion
attributed to this business. The retirement recordkeeping business was previously included in the Retail
Banking reportable business segment.

Both transactions have been accounted for as discontinued operations and all prior periods, except where
specifically mentioned, have been restated to reflect this accounting treatment. All of the assets and liabilities
of the discontinued operations have been separately identified on our consclidated balance sheet and the
assets are shown at the lower of cost or fair value less costs to dispose. The average net assets or liabilities of
our discontinued operations are reflected in our analysis of net interest margin. For the detailed components of
our assets and liabilities from discontinued operations, see Note 2 to our Consolidated Financial Statements
included in this Annual Report.

International Correspondent Banking Business (ICBB) Discontinued Operations

In the third quarter of 2007, we entered into a Deferred Prosecution Agreement with the DOJ relating to
past violations of BSA/AML that occurred in the Bank's now discontinued international banking business. As
part of this agreement, we paid the DOJ $21.6 million in the third quarter of 2007. The $21.6 million
payment and related legal and other outside services costs were recorded in the discontinued operations of our
international banking business. For additional information, refer to '"Regulatory Matters” in this Annual Report.

The results of the international correspondent banking business included in our net income for the years
ended December 31, 2005, 2006 and 2007, consisted of the following:

For the Years Ended December 31,

{Dollars in thousands) 2005 2006 2007
Net interest inCOME . . . .. o i i e e e $ 20252 & 871 % —
Pravision for loan 10sses. . . . . ... o i i e 6,683 — —
Noninterest income . . . . . . . .o 298,725 13,110 —
Noninterest expense . ... ... .. . i 106,712 31,038 23,244
Income (loss) from {CBB discontinued operations befgre income

BaXES . .. . 205,582 (17,057 (23,244)
Income tax expense (benefit) . ........ ... .. .. .. . ... ... 73,289 (6,310) {582)
Income (loss) from ICBB discontinued operations . .. ......... $132,293 $(10,747) $(22,662)

Net interest income for the years ended 2005 and 2006 included the allocation of interest expense from
continuing operations of approximately $15.5 million and $1.8 million, respectively. Interest expense
allocated to discontinued operations was calculated based on average net assets and the corresponding cost of
funds rate equivalent to the average federal funds purchased rate for the period.

Noninterest income for the years ended December 31, 2005 and 2006 included gains on the sale of the
business of $228.8 million and $4.0 million, respectively. Noninterest expense for the year ended
December 31, 2005 included $32.8 million of compliance related expenses, $22.0 mitlion of severance
expense and $3.0 million of impairment of software in development. Noninterest expense for the year ended
December 31, 2006 included $8.7 million of compliance related expenses and $2.4 million of expenses
related to the termination of lease contracts. Noninterest expense for the year ended December 31, 2007
included the $21.6 million paid to the DOJ and related legal and other outside services costs of $1.6 million.
The income tax benefit of $0.6 million for the year ended Decernber 31, 2007 reflects the nondeductibility of
the $21.6 million payment to the DOJ.
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Retirement Recordkeeping Business (RRB) Discontinued Operations

The resuits of the retirement recordkeeping business included in our net income for the years ended
December 31, 2005, 2006 and 2007, consisted of the following:

For the Years Ended December 31,

(Dollars in thousands) ] 2005 2006 2007

Net interest income . . . . . ... ... . . e $ 3,540 % 4813 ¢ 4,703
Noninterest income . . . .. . ... . . . . 45,170 47,556 142,892
Noninterest expense . . ... ...... ... . .. . .. .. 55,163 48,439 52,429
income {loss) from RRB discontinued operations before income taxes . {6,453) 3,930 95,166
Income tax expense {benefit) ............... ... .. ... ... {2,376) 1,502 34,276
Income (loss) from RRB discontinued operations .. ........... $(4,077y % 2,428 $ 60,890

Net interest income for the years ended December 31, 2005, 2006 and 2007 included the allocation of
interest income from continuing aperations of $3.9 million, $5.2 million and $5.1 million, respectively. The
interest income allocation was calculated based on the RRB’s average net liabilities and the corresponding cost
of funds rate equivalent to the federal funds purchased rate for the period. Noninterest income for the years
ended December 31, 2005, 2006 and 2007 included trust fees of $45.1 million, $47.5 million and
$48.2 million, respectively. For the year ended December 31, 2007, noninterest income also included the
pre-tax gain of $94.7 million from the RRB sale and noninterest expense included an $8.7 million charge for
severance and retention expenses.

The remaining discussion of our financial results is based on results from continuing operaticns, unless
otherwise stated.

Critical Accounting Estimates
General

UnionBanCal's consolidated financial staterments are prepared in accordance with accounting principles
generally accepted in the United States of America (US GAAP) and the general practices of the banking
industry. The financial information contained within our statements is, to a significant extent, financial
information that is based on approximate measures of the financial effects of transactions and events that have
already occurred. A variety of factors could affect the ultimate value that is obtained either when earning
income, recognizing an expense, recovering an asset or relieving a liability. In many instances, we use a
discount factor to determine the present value of assets and liabilities. A change in the discount factor could
increase or decrease the values of those assets and liabilities and such a change would result in either a
beneficial or adverse impact to our financial results. We use historical loss factors, adjusted for current
conditions, to determine the inherent loss that may be present in our loan and lease portfolio. Actual losses
could differ significantly from the loss factors that we use. Other significant estimates that we use are employee
turnover, discount rates and expected rates of return on plan assets to determine our pension costs, residual
values in our leasing portfolio, fair value of our derivatives and securities, expected useful lives of our
depreciable assets and assumptions regarding our effective income tax rates. We enter into derivative contracts
to accommodate our customers and for our own risk management purposes. The derivative contracts are
generally energy, foreign exchange, interest rate swap and option contracts, although we could enter into other
types of derivative contracts. We record these contracts at fair value, using either readily available, market
quoted prices or from information that can be extrapolated to approximate a market price. We are subject to
US GAAP that may change from one previously acceptable method to another method. Although the
economics of our transactions would be the same, the timing of an accounting event impacting our
transactions could change.
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Qur most significant estimates are approved by our Chief Executive Officer (CEQ) Forum, which is
comprised of our most senior officers. For each financial reporting period, a review of these estimates is
presented to and discussed with the Audit Committee of our Board of Directors.

All of our significant accounting policies are identified in Note 1 to our Consoclidated Financial Statements
included in this Annual Report. The following describes cur most critical accounting policies and our basis for
estimating the allowances for credit losses, pension obligations, income taxes and asset impairment.

Aliowances for Credit Losses

The allowances for credit losses, which consist of the allowances for loan and off-balance sheet
commitment losses, are estimates of the losses that may be sustained in our loan and lease portfolio as well as
for certain off-balance sheet commitments such as unfunded commitments, commercial letters of credit, and
financial guarantees. The allowances are based on two principles of accounting: (1) Statement of Financial
Accounting Standards (SFAS) No. 5, “Accounting for Contingencies,” which requires that losses be accrued
when they are probable of occurring and estimable; and (2) SFAS No. 114, “Accounting by Creditors for
Impairment of a Loan” and SFAS No. 118, “Accounting by Creditors for Impairment of a Loan—Income
Recognition and Disclosures,” which require that losses be accrued based on the differences between the
value of collateral, present value of future cash flows or values that are cbservable in the secondary market and
the loan balance.

Qur allowances for credit losses have four components: the formula allowance, the specific allowance, the
unallocated allowance and the allowance for off-balance sheet commitments, which is included in other
liabilities. Each of these components is determined based upon estimates that can and do change when the
actual events occur. The farmula allowance uses a model based, in part, on historical losses as an indicator of
future losses and, as a result, could differ from the losses incurred in the future. This history is updated
quarterly to include data that makes the historical data more relevant. Moreover, management adjusts the
historical loss estimates for conditions that more accurately capture probable losses inherent in the portfolio.
The specific allowance uses various techniques to arrive at an estimate of loss. Historicat loss information,
discounted cash flows, fair market value of collateral and secondary market information are all used to
estimate those losses. The use of these values is inherently subjective and our actual losses could be greater or
less than the estimates. The unallocated allowance captures losses that are attributable to various economic
events, as well as to industry or geographic sectors whose impact on the portfolio have occurred but have yet to
be recognized in either the formula or specific allowances. Our allowance for off-balance sheet commitments is
measured in approximately the same manner as the allowance for our loans but includes an estimate of likely
utilization based upon historical data. At December 31, 2007, our allowance for loan losses was $403 million
and our allowance for off-balance sheet commitments was $90 million, based upon our assessment of the
prabability of loss. For further information regarding our allowance for loan losses, see “Allowances for Credit
Losses” in this Annual Report.

Pension Obligations

Our pension obligations and related assets of our defined retirement benefit plan are presented in Note 9
to our Consolidated Financial Statements included in this Annual Report. Plan assets, which consist primarily
of marketable equity and debt instruments, are valued using market quotations. Plan obligations and the
annual benefit expense are determined by management utilizing actuarially based data and key assumptions.
Key assumptions in measuring the plan obligations and determining the pension benefit expense are the
discount rate, the rate of compensation increases, and the estimated future return on plan assets. Qur discount
rate is calculated using a yield curve based on Aa3 or better rated bonds. This yield curve is matched to the
anticipated timing of the actuarially determined estimated pension benefit payments to determine the
weighted average discount rate. Compensation increase assumptions are based upon historical experience and
anticipated future management actions. Asset returns are based upon the anticipated average rate of earnings
expected on the invested funds of the plan.




At December 31, 2006, we adopted the disclosure requirements of SFAS No. 158, “Employers’
Accounting for Defined Pension and Other Postretirement Plans, an amendment of SFAS No. 87, 88, 106 and
132(R)."” This Statement required us to recognize the overfunded or underfunded status of our defined benefit
plan as an asset or liability in our statement of financial position and to recognize previously unrecognized prior
service costs and net actuarial losses in other comprehensive income. At adoption on December 31, 2006, we
recognized a prepaid pension asset for the overfunded status of our pension plan of $398 million. We also
recognized $203 million ($126 million, net of tax) for the previously unrecognized prior service costs and net
actuarial losses of our pension plan in other comprehensive income.

Our net actuarial losses (pretax) declined $2.0 million between December 31, 2006 and 2007. Of the
total $201 million of net actuarial loss at December 31, 2007, approximately $100 million will be subject to
amortization over 9.5 years. The remaining $101 million is not currently subject to amortization. The
cumulative net actuarial loss resulted primarily from differences between expected and actual assumptions of
rate of return on plan assets and the discount rate. Included in our 2008 net periodic pension cost will be
$10.5 million of amortization related to net actuarial losses. We estimate that our total 2008 net periodic
pension cost will be approximately $7.0 million, assuming no cash contributions in 2008. The primary reason
for the decrease in net periodic pension cost for 2008 compared to $11.3 million in 2007 is a reduction in net
actuarial loss amortization, partially offset by an increase in interest cost. The 2008 estimate for net periodic
pension cost was actuarially determined using a discount rate of 6.0 percent, an expected return on plan assets
of 8.0 percent and an expected compensation increase assumption of 4.7 percent.

A 50 basis point increase in either the discount rate, expected return on plan assets, or the rate of increase
in future compensation levels would increase (decrease) 2008 periodic pension cost by ($13.7) million,
($8.5) million, and $4.1 million, respectively. A 50 basis point decrease in either the discount rate, expected
return on plan assets, or the rate of increase in future compensation levels would increase (decrease) 2008
periodic benefit cost by $15.1 milfion, $8.5 million, and ($4.0} million, respectively.

fncome Taxes

UnionBanCal Corporation and its subsidiaries are subject to the income tax laws of the United States, its
states, and other jurisdictions where we conduct business. These laws are complex and subject to different
interpretations. The calculation of our provision for income taxes and related accruals requires the use of
estimates and judgment. income tax expense includes our estimate of amounts to be repcrted in our income
tax returns, as well as deferred taxes, which arise principally from temporary differences between the period in
which certain income and expenses are recognized for financial accounting purposes and the period in which
they are reported in our tax returns. Deferred tax assets are evaluated for realization based on the expectation of
future events, including the reversal of existing temporary differences and our ability fo earn future taxable
income,

We provide reserves for unrecognized tax benefits as required under Statement of Financial Accounting
Standards Interpretation (FIN) No. 48, “Accounting for Uncertainty in Income Taxes—An Interpretation of
FASB Statement No. 109.” In applying the standards of the Interpretation, we consider the relative risks and
merits of positions taken in tax returns filed and to be filed, considering statutary, judicial, and regulatory
guidance applicable to those positions. The interpretation requires us to make assumptions and judgments
about potentiat outcomes that lie cutside management’s control. To the extent the tax authorities disagree with
our conclusions, and depending on the final resclution of those disagreements, our effective tax rate may be
materially affected in the period of final settlement with the tax authorities.

The State of California requires us to file our franchise tax returns as a member of a unitary group that
includes Mitsubishi UFJ Financial Group, Inc. and either all woridwide affiliates or only U.S. affiliates. Since
1996, we have elected to file cur California franchise tax returns on a worldwide unitary basis. Changes in
Mitsubishi UFJ Financial Group's taxable profits will impact our effective tax rate. Mitsubishi UFJ Financial
Group's taxable profits are impacted most significantly by changes in the worldwide economy, especially in
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Japan, and decisions that they may make about the timing of the recognition of credit losses or other matters.
When Mitsubishi UFJ Financial Group's worldwide taxable profits rise, our effective tax rate in California will
rise, and when they decrease, our rate will decrease. We review Mitsubishi UFJ Financial Group's financial
information on a quarterly basis in order to determine the rate at which to recognize our California income
taxes. However, all of the information relevant to determining the effective California tax rate may not be
available until after the end of the period to which the tax relates, primarily due to the difference between our
and Mitsubishi UFJ Financial Group’s fiscal year-ends. The California effective tax rate can change during the
calendar year or between calendar years as additional information becomes available.

Asset Impairment

We make estimates and assumptions when preparing our consclidated financial statements for which
actual results will not be known for some time. This includes the recoverability of long-lived assets employed in
our business, including those of acquired businesses, and other-than-temporary impairment in our securities
portfolio. We test goodwill from our acquisitions for impairment at least annually or more frequently if events or
circumstances indicate that there may be cause for conducting an interim test. In testing for a potential
impairment of goodwill, we estimated the fair value of each of our reportable business segments and compared
this value to the carrying value of each reporting unit. The estimated fair value of goodwill was established
using a market approach method for our banking and insurance units and a discounted cash flow model for our
trust units. We determined that the estimated fair value of each reporting unit was greater than its carrying
value, therefore no impairment existed for the year ended 2007. Quarterly, we test cur private capital
investments for impairment by reviewing the investee’s business model, current and projected financial
performance, liquidity and overall economic and market conditions. During 2007, we recognized an
other-than-temporary impairment of $2.1 million for our private capital investment portfolio. In addition,
quarterly we test our debt securities below investment grade for impairment and, during 2007, we did not
recognize an other-than-temporary impairment in the collateralized loan obligation {(CLO) portfolio.
Impairment testing of the CLO securities requires the use of a number of assumptions related to cash flows,
recovery rates, default rates, market valuations and reinvestment of cash flows during the reinvestment period.
This portfolio of securities is highly diversified, which we believe should mitigate the risk that downturns in any
one industry segment will significantly impair the portfolio. Qur higher grade debt securities are not tested for
other-than-temporary impairment since we have the ability and intent to hold them unti! our cost has been
recovered.
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Financial Performance

Summary of Financial Performance

Increase (Decrease)

2006 versus 2005 2007 versus 2006

(Dollars in thousands) 2005 2006 2007 Amount  Percent Amount  Percent
Results of Operations
Net interest income!? . . . ... ... .. $1,835,574 $1,833,342 $1,718652 | $ (2,232) (0.1)%| $(114,690) (6.3)%
MNoninterest income
Service charges on deposit accounts . 323,865 319,647 304,362 (4,218) (1.3) (15,285) (4.8)
Trust and investment management
fees . ... .. . 128,396 147,539 157,734 19,143 149 10,195 6.9
Securities gains {losses), net . . . . . (50,039) 2,242 1,621 52,281 nm (621} (27.7)
Gains on private capital investments,
net. . ... i e 27,187 23,112 43,881 (4,075) (15.0) 20,769 899
Other noninterest income . . ... .. 330,208 338,403 360,704 8,195 2.5 22,301 6.6
Total noninterest income . . . ... ... 759,617 830,943 868,302 71,326 9.4 37,359 4.5
Total revenue . .............. 2,595,191 2,664,285 2,586,954 69,094 2.7 (77,331) (2.9)
(Reversal of) provision for loan losses (50,683) {5,000} 81,000 45,683 (90.1) 86,000 nm
Noninterest expense
Salaries and employee benefits . . . . 905,279 969,614 964,024 64,335 7.1 (5,590} (0.6)
Qutside services . . .......... 109,535 110,102 76,499 567 0.5 (33,603} (30.5)
Professional services . . ... ... .. 44,088 ©2,587 69,118 18,509 42.0 6,521 104
Foreclosed asset expense (income) . . (5,635) (15,322) 110 (9,687) nm 15,432 nm
(Reversal of) provision for losses on
off-balance sheet commitments . . 4,000 (5,000) 9,000 (9,000} nm 14,000 nm
Other noninterest expense . . . . . . . 494 816 515,858 524,654 21,042 43 8,796 1.7
Tota! noninterest expense . . . .. .. .. 1,552,083 1,637,849 1,643,405 85,766 5.5 5,556 0.3
Income from continuing operations
before income taxes . ... ...... 1,093,791 1,031,436 862,549 (62,355) (5.7) (168,887} (16.4)
Income tax expense . . . ... ... ... 359,074 270,121 292,683 (88,953) (24.8) 22,562 8.4
Income from continuing operations . . . 734,717 761,315 569,866 26,598 3.6 (191,449) (25.1)
Income (loss) from discontinued
operations before income taxes . . . . 199,129 (13,127} 71,922 (212,256) nm 85,049 nm
Income tax expense (benefit) . ..... 70,913 {4,808) 33,694 (75,721) nm 38,502 nm
Income (loss) from discontinued
gperations . . .. ... ... .. 128,216 (8,319) 38,228 {136,535) nm 46,547 nm
Netincome ................ $ 862,933 $ 752,996 $ 608,094 | $(109,937) (12.7)%| $(144,902) (19.2)%

' Net interest income does not include any adjustments for fully taxable equivalence.

nm = not meaningful




The primary contributors to our continuing operations financial performance for 2007 compared to
2006 are presented below.

* Qur net interest income was unfavorably infiuenced by lower average demand deposit balances, which
resulted in a shift to more costly interest bearing liabilities. In addition, higher rates on interest bearing
liabilities (see discussion under "“Net Interest Income”) also negatively impacted our net interest
margin. Offsetting these negative influences to our net interest margin were higher earning asset
volumes in most of our major loan categories and higher average yields on our earning assets.

« After several years of reducing the level of our allowances for credit losses (see discussion under
“Allowances for Credit Losses"), we believe we have passed the turning point in the credit cycle, which
has increased the level of uncertainty in our principal portfolioc segments and in particular in cur home
builder portfolio. We provided a total of $90 million for credit losses ($81 million for loan losses and
$9 million for losses on off-balance sheet commitments) in 2007. The provision increase was primarily
due to an unfavorable shift in risk grade mix (including risk grade migration in certain sectors of the real
estate portfolio} and the adverse impact of the slowdown in the housing market coupled with strong
loan growth.,

* Qur noninterest income was impacted by several factors:

— Service charges on deposits decreased due to lower account analysis fees stemming from an
increase in the earnings credit rates on deposit balances, and from lower demand deposit
balances and lower overdraft fees;

— Trust and investment management fees were higher primarily due to an increase in the totai
assets under administration on which fees are based. Managed assets increased by
approximately 6 percent, while non-managed assets increased by approximately 13 percent
from December 31, 2006 to December 31, 2007. Total assets under administration increased
by approximately 12 percent to $246.3 billion at December 31, 2007;

— Trading account activities income was higher compared to the prior year due to higher gains on
trading securities and on interest rate derivatives;

— Net gains on private capital investments were higher compared to the prior year due to higher
sales and capital distributions; and

— QOther noninterest income included higher brokerage commissions, card processing fees and a
$4.1 million gain from the sale of a minority interest in a check cashing entity with which we
were formerly affiliated.

+ Contributing to our higher noninterest expense were several factors:

— Salaries and employee benefits decreased slightly primarily as a result of lower pension
expenses partially related to a change in the discount rate used to estimate future liabilities,
which increased from 5.5% to 6.0%;

— Qutside services expense decreased mainly due to lower cost of services related to a 28 percent
decline in title and escrow deposits and a shift by our customers to an increased utilization of
lower yielding title and escrow loans;

— Foreclosed asset income reflected higher gains on the sale of foreclosed properties in 2006;

— Provision for losses on off-balance sheet commitments increased to $9.0 million in the current
year compared to a $5.0 million reversal in the prior year; and

— Other noninterest expense increased due to a $10.0 million payment for the civil money penalty
imposed by the OCC and FinCEN refating to BSA/AML compliance and higher litigation
expenses relating to our proportionate share of the Visa litigation charges. These charges pertain
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to both Visa's legal settlement with American Express as well as other pending litigation,
including litigation with Discover Card (for further information refer to Note 24 to these
consolidated financial statements). Partially offsetting this increase were lower costs for
intangible asset amortization, marketing, equipment maintenance and software, and a
favorable outcome of a lawsuit settlement.

The primary contributors to our continuing operations financial performance for 2005 compared to
2006 are presented below.

» Qur net interest income was unfavorably influenced by lower average demand deposit balances, which
resulted in a shift to more costly interest bearing liabilities. In addition, higher rates on interest bearing
liabilities and lower hedge income (see discussion under "Net Interest Income”) also negatively
impacted our net interest margin. Offsetting these negative influences to our net interest margin were
higher earning asset volumes in most of our major loan categories and higher average yields on our
earning assets.

« Although credit quality remained healthy, we reversed less of our allowance for loan losses in 2006
primarily due to the growth in our commercial loan portfolio (see discussion under “Ailowances for
Credit Losses."”)

* Qur noninterest income was impacted by several factors:

Service charges on deposits decreased due to lower account analysis fees stemming from an
increase in the earnings credit rates on deposit balances, as well as from lower demand deposit
balances;

Trust and investment management fees were higher primarily due to higher sales, growth in trust
assets, a one-time $3.8 million increase in trust fees resulting from a refinement in our accrual
accounting methodology and a change in the administration structure of our HighMark Funds,
which were offset by higher outside service expenses (see noninterest expense discussion
below). Managed assets increased by approximately 6 percent, while non-managed assets
increased by approximately 12 percent from December 31, 2005 to December 31, 2006. Total
assets under administration increased by approximately 11 percent, to $219.4 billion, for the
same period;

Insurance commissions decreased mainly due to lower revenues from construction-related
projects, which slowed in 2006, and lower contingent revenues;

Securities losses were lower primarily due to a loss of $50.1 million on the sale of $1.5 billion of
government agency securities in our available for sale portfolio during 2005. The sale occurred
as a result of our decision to rebalance our portfolio by diversifying our agency concentration
risk, with a subsequent reinvestment in AAA-rated non-agency mortgage-backed securities and
to fund our expected toan growth;

Net gains on private capital investments were lower compared to the prior year due to lower
sales and capital distributions; and

Higher other noninterest income included lower trading provision adjustments to our reserve for
losses on customer derivative contracts, which declined by $7.6 million, and a $3.0 million
settlement associated with an eminent domain action.

* Contributing to our higher noninterest expense were several factors:

Salaries and employee benefits increased primarily as a result of:
» annual merit increases and higher staff levels;

+ additional contract labor staff for compliance related activities;
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* higher severance expense;

* higher incentive expenses related to stock options and higher levels of restricted stock grants
in 2006, partly offset by lower bonuses and other performance-related incentives; and

* higher employee benefits expense mainly due to increased group health insurance premiums
and pension and other postretirement benefits expense due to actuarial assumptions, partly
offset by a decrease in workers’ compensation expense;

Professional services expense increased mainly due to compliance-related expenses;
Foreclosed asset income reflected higher gains on the sale of foreclosed properties in 20086;

Provision for losses on off-balance sheet commitments declined by $9.0 million compared to
2005 as a result of improvements in the credit quality of our borrowers compared to the prior
year; and

Higher other noninterest expense, which included higher software costs, marketing expenses
and charitable contributions and low income housing investment amortization expenses, partly
offset by dectining amortization of identifiable intangibles.
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Net Interest Income

The table below shows the major components of net interest income and net interest margin for the

periods presented.

Years Ended December 31,

2005 2006 2007
Interest Average Interest  Avarage Interest  Average
Average Income/ Yield/ Average Income/ Yield/ Average Incorne/ Yield/
(Dallars in thousands) Balance Expense™  Rate't  Batance Expense'™  Ratsil! Balance Expense’  Rate™
Assety
Loans:™
Commercial, financial and industrial . . . . . .. $11,105948 $ 677,590 6.10% $13,220,633 $ B69,884 6.58% $14,595016 $ 972270 6.66%
Construction . . . .. . ... ... ..... 1,268,448 77,844 6,14 1,857,404 142,031 7.65 2,335,157 171,258 7.59
Residentiaf mortgage . . . . . . .. ... ... 10,513,671 515,485 4.90 11,846,908 607,977 5.13 12,964,171 697,069 5.38
Commercial morigage . . . . . .. .. 5,529,222 348,788  6.31 5,702,858 404,749 7.10 6,364,705 448,403 7.05
Consumer . . . .. .. ... ... 2,444 011 159,483 6.53 2,505,770 192,186  7.67 2,572,146 199,361 7.7%
Lease financing . . . . . . .. ... ... ... 591,306 23,653 4.00 570,556 15,232 2.67 593,132 23,789 4.01
Totalboans . . . .. .. .o i 31,452,606 1,802,853 573 35,704,129 2,232,029 6.25 39,424,327 2518150 6.39
Securities—taxable . . .. ... ... ... ... 10,262,274 392,452 3.82 B,417,950 4154902 4.94 8,541,230 440,801 5.16
Securities—tax-exempt . . . .. ... ... .. £6,178 5,323 804 61,729 4,982 807 55,771 4566 8,19
tnterest bearing deposits in banks . . . . .. . .. 112,247 2,676 2.38 51,534 2617 5.08 53,878 3z76 807
Federal funds sold and securities purchased under
resale agreements . . . . .. ... ... ... 610,735 20,535 336 497,318 25518 5.13 505,732 26,247  5.19
Traging account assets . . . . . . . . ... .. 292,648 4,494 154 348,183 6,838 1.96 387,842 8,648 2.23
Total earning assets . . . . ... ... ... 42,796,688 2,228,333 521 45,080,843 2,687,886 5.96 48,968,930 3,001,688 6.13
Alipwance for ipan bosses . . . . .. . . ... .. (389,398) (334,720) {336,871)
Cash and due from banks . . . . ... ... ... 2,246,980 2,063,341 1,902,955
Premises and equipment, net . . . .. ... ... 518,149 507,093 486,232
Otherassets . . . . ... ... ... ...v... 2,421,278 2.662,785 2,567,377
Total assets . . . . . ... ... u . $47,593,697 $49,979,342 $53,588,623
Liabilities
Demestic deposits: .
Transaction accounts . . . . . . ... ... $12,843,891 159,221 1.24 $12,938,620 292,899 2.26 $14,129,408 409.508  2.90
Savings and consumertime . . .. .. ..... 4,517,958 59,927 1.33 4,363,032 93,171 2.14 4,351,961 116,544 2.68
Largetime . . .. . .. ... ... ... ... 3,121,055 83,882 2.89 5,656,370 263,226 465 9,469,386 465,088 4.91
Total interest bearing deposits . . . . . . . . 20,482,904 303,030 1.48 22,958,022 649,296 2.83 27,950,755 991,140 3.55
Federal funds purchased and securities sotd under
repurchase agresments . . .. . L ... L. . 898,107 25,854 2.88 701,614 33,711 480 1,142 487 56,299 4,93
Net funding altocated from (to) discontinued
operations™ . . ... L. L (373,323) - (11.621) 311 70,410 3,377 480 101,738 5,091 5.00
Commercial paper . . . . ... ... ...... 1,086,088 31,672 292 1,582,226 75015 474 1,549,681 76,284 4.92
Other borrowed funds™ . . . . ... . ... ... 168,220 6,313 375 294,977 15,352  5.20 813,578 42,901 527
Medium 2nd long-termdebt . . . . . . . . L L L. 807,582 32,206 3.99 1.230,B46 70,439 572 1,776,069 101,096 5.69
Trustmotes . . . .. ... 15,662 853 6.12 15,109 953 631 14,656 953  6.50
Total borrowed funds . . . . . . ... .. .. 2,602,246 85,377 3.28 3,895,182 198,847 5.10 5,398,209 282,624 5.24
Total interest bearing liabilities . . . . . . .. 23,085,150 388,407 1.68 26,853,204 848,143 1316 33,348,964 1,273,764 3.82
Noninterest bearing depesits . . . . . ... ... 18,910,489 17,042,412 14,234,781
Other liabilities™ . . . . ... ... ....... 1,317,973 1,509,541 1,401,856
Total liabilittes , ., . . . . ., . ... ... 43,313,612 45,405,157 48,985,601
Stockholders’ Equity
Commoneqguity . . . ... ... ......... 4,280,085 4,574,185 4,603,022
Total steckholders’ equity . . . . . . . . ... 4,280,085 4,574,185 4,603,022
Total liabilities and stockholders' equity . . . . $47,593,697 $40,979,342 $£53,588,623
Reported Net Interest Income/Margin
Met interest income/margin (taxable-equivalent
basis) . ... L 1,839,926 4.30% 1,839,743  4.08% 1,727,924  3.53%
Less: taxable-equivalent adjustment . . . . . . . . 4,352 6,401 9,272
Net interest income . . . .. . ... ... $1,835,574 $1,833,342 $1,718,652

Average Assets and Liabilities of
Discontinued Operations for the Year Ended:

Assets . . ... L.
Liabilities . . .. ... .. ... ... ..
Netassets . . . ... .. ... .....

December 31, 2005

$1,914,743
$1,541,420
$ 373,323

December 31, 2008

$ 202,516
$ 272,926

$ (70,4100

Oecember 31, 2007

$ 9,636
$111,374
$(101,738)

m Yields and interest income are presentec oh a taxable-equivalent basis using the federal statutory tax rate of 39 parcent.

@ Average balances on loans outstanding include a'i nonperforming loans and toans held for satfe. The amortized portion of net loan arigination fees (costs} is included in interest
income on loans, representing an adjustment to the yield.

@ Net funding allocated from (to) discontinued operations represents the shortage (excess) of assets over liabilities of discontinued operations. The expense (earning) on funds
allocated from (to} discontinued operations is calculated by taking the net balance and applying an earnings rate or a cost of funds equivalent to the corresponding period's
Federal funds purchased rate. The year-to-date expense {ezming) amount is the sum of the quarterly amounts.

" Includes interest bearing trading liabilities.
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Net interest income in 2007, on a taxable-equivalent basis, decreased 6 percent from 2006 and our net
interest margin decreased by 55 basis points. These results were primarily due to the following:

* Average earning assets increased $3.9 billion, or 9 percent, primarily due to an increase in average
loans. The increase in average loans was largely due to a $1.4 billion increase in average commercial
loans, including a $0.1 billion increase in lower yielding loans related to title and escrow customers, a
$1.1 billion increase in average residential mortgages, a $0.7 billion increase in average commercial
mortgages and a $0.5 billion increase in average construction loans;

* Yields on our earning assets were favorably impacted by the increasing interest rate environment
resulting in a higher average vield on average earning assets of 17 basis points;

* Average noninterest bearing deposits decreased $2.8 billion, or 16 percent. Excluding average title and
escrow deposits, which decreased $0.7 billion, or 28 percent, average commercial noninterest bearing
deposits declined $1.7 billion, or 15 percent, primarily due to changes in customer behavior in
response to rising shori-term interest rates. Consumer demand deposits decreased $0.4 billion, or
13 percent. Average noninterest bearing deposits represented 34 percent of average total deposits in
2007 compared to 43 percent in 2006; and

* Rates on our interest bearing liabilities were unfavorably impacted by the higher short-term interest
rates, as well as an unfavorabte shift in deposit mix due to heightened competition for deposits, which
resuited in a 66 basis points increase in average rates on average interest bearing liabilities.

In 2007, our annualized average all-in-cost of funds was 2.68 percent, reflecting an average core
deposit-to-loan ratio of 83 percent and a relatively high proportion of average noninterest bearing deposits to
average total deposits compared to our peers. In 2006, the annualized all-in-cost of funds was 1.93 percent
and our average core deposit-to-loan ratio was 96 percent.

We use derivatives to hedge expected changes in the benchmark interest rates on our variable rate loans
and certificates of deposit (CDs}, and to convert our long-term, fixed-rate borrowings to floating rate. For loans,
we had hedge expense of $47.9 million and $35.9 million for 2006 and 2007, respectively. For deposits and l
long-term fixed rate borrowings, we had hedge income of $0.7 million and $0.1 million for 2006 and 2007,
respectively.

Net interest income in 2006 compared to 2005, on a taxable-equivalent basis, was relatively unchanged
while our net interest margin decreased by 22 basis points. These results were primarily due to the following:

* Average earning assets increased $2.3 billion, or 5 percent, primarily due to an increase in average
loans, partly offset by a decline in average securities. The increase in average loans was largely due to a
$2.1 billion increase in average commercial loans and a $1.3 billion increase in average residential
mortgages, while average securities declined by $1.8 billion;

* Yields on our earning assets were favorably impacted by the increasing interest rate environment
resulting in a higher average yield on average earning assets of 75 basis points, despite being negatively
impacted by lower hedge income, which decreased by $53.0 million, and an increase in lower yielding
loans related to titie and escrow customers; and

+ Average noninterest bearing deposits decreased $1.9 billion, or 10 percent, including a decrease of
$716.1 million, or 23 percent, in average title and escrow deposits due to the decline in residential real
estate activity. Average business demand  deposits, excluding title and escrow deposits, declined
$896 miltion, or 7 percent, primarily due to changes in customer behavior in response to rising
short-term interest rates. Consumer demand deposits decreased $184 million, or 6 percent. Average
noninterest bearing deposits represented 43 percent of average total deposits in 2006 compared to
48 percent of average total deposits in 2005.




tn 2006, the annualized average all-in cost of funds was 1.93 percent, reflecting our average
deposit-to-loan ratio of 112 percent and a relatively high proportion of noninterest bearing deposits to total
deposits. In 2005, the annualized all-in-cost of funds was 0.92 percent and the average deposit-to-ioan ratio
was 125 percent.

We use derivatives to hedge expected changes in the benchmark interest rates on our variable rate loans
and CDs, and to convert our long-term, fixed-rate borrowings to floating rate. Throughout 2006, these
derivative positions provided less net interest income than in 2005, as positions matured and as interest rates
rose. However, as we expected, the declines in hedge income were offset by increased yields on the underlying
variable rate loans. For our ioans, we had hedge income of $5.1 million and hedge expense of $47.9 million for
2005 and 2006, respectively. For deposits and long-term fixed rate borrowings, hedge income was
$12.6 miltion and $0.7 million for 2005 and 2006, respectively.

Analysis of Changes in Net Interest Income

The following table shows the changes in the components of net interest income on a taxable-equivalent
basis for 2005, 2006 and 2007. The changes in net interest income between periods have been reflected as
attributable either to volume or to rate changes. For purposes of this table, changes that are not solely due to
volume or rate changes are allocated to rate. Loan fees of $79 million, $71 million and $65 million for the
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years ended 2005, 2006 and 2007, respectively, are included in this table. Adjustments have not been made
for interest received from a prior pericd.

Years Ended December 31,
2006 versus 2005 2007 versus 2006

Increase {decrease) due to change in

Increase {decrease) due to change in

Average Average Net Average Average Net
(Dollars in thousands) Volume Rate Change Volume Rate Change
Changes in Interest Income'!
Loans:
Commercial, financial and industrial . . . .. $128,996 § 63,298 $192,294 $ 90,434 $ 11,952 $102,386
Construction . . . ... ... ... ... ... 36,162 28,025 64,187 36,548 (1,321) 35,227
Residential mortgage . . ... ......... 65,329 27,163 92,492 57,316 31,776 89,092
Commercial mortgage . . . .. ... ...... 10,956 45,005 55,961 46,991 (3,337} 43,654
COnSUMEr. . v v v vt e et e e 4,033 28,630 32,663 5,091 2,114 7,205
Lease financing . ... ......... . ... (830} (7,591) (8,421) 603 7,954 8,557
Total loans . . .. .. .............. 244 646 184,530 429,176 236,983 49,138 286,121
Securities - taxable . . . .. ............ (70,453) 93,903 23,450 6,080 18,809 24,899
Securities - tax-exempt . . ... ... ... ... {358} 17 (341) (481) 65 (416)
Interest bearing deposits in banks . . . .. ... (1,445} 1,386 {59) 124 535 659
Federa) funds sold and securities purchased
under resale agreements . ... .. ... .., (3,811 8,794 4,983 432 297 729
Trading account assets. . . . . .. ... .. ... 855 1,489 2,344 778 1,032 1,810
Total earning assets. . .. .. ... .. ... 169,434 290,119 459,553 243,926 69,876 313,802
Changes in Interest Expense
Deposits:
Transaction accounts . . . . ... ....... 1,175 132,503 133,678 26,912 89,697 116,609
Savings and consumer time . ... ... ... (2,061) 35,305 33,244 (236) 23,609 23,373
Large time ... ..... ... 68,200 111,144 179,344 177,305 24,557 201,862
Total interest bearing deposits . . . . . . .. 67,314 278,952 346,266 203,981 137,863 341,844
Federal funds purchased and securities sold
under repurchase agreements . . . ...... (5,659) 13,516 7,857 21,162 1,426 22,588
Net funding allocated from (to) discontinued
OPEIALiONS . . . . v v e e e e 13,800 1,198 14,998 1,503 211 1,714
Commercial paper . . . ... .. ...... ... 14,487 28,856 43,343 {1,543) 2,812 1,269
Other borrowed funds . . . ... ... ... ... 4,753 4,286 9,039 26,967 582 27,549
Medium and long-termdebt ... ........ 16,888 21,345 38,233 31,187 (530) 30,657
Trustnotes ... .......... ... ... 28) 28 — (29) 29 —
Total borrowed funds . . . . . .. ... .., 44,241 69,229 113,470 79,247 4,530 83,777
Tota! interest bearing liabilities . ... ... 111,555 348,181 459,736 283,228 142,393 425,621
Changes in net interest income . . . . ... $ 57,879 $(58,062) $ (183) $(39,302) $(72,517) $(111,819)

D merest incomne is presented on a taxable-equivalent basis using the federal statutory tax rate of 35 percent.
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Noninterest Income and Noninterest Expense
The following tables detail noninterest income and noninterest expense that exceeded 1 percent of our
total revenues for the years ended December 31, 2005, 2006 and 2007,

Noninterest Income

Increase (Decrease)
Years Ended December 31,

Years Ended December 31, 2006 versus 2005 2007 versus 2006
(Dollars in thousands) 2005 2006 2007 Amount Percent Amount Percent
Service charges on deposit accounts . . . $323,865 $319,647 $304,362 % (4,218 (1% $(15,285) {5)%
Trust and investment management fees . 128,396 147,539 157,734 19,143 15 10,195 7
Insurance commissions . . .. ... ... 78,915 72,547 69,296 {6,368) (8} (3,251) (4)
Trading account activities . . ... .. .. 49,090 56,916 65,608 7,826 16 8,692 15
Merchant bankingfees. . . .. ... ... 43,898 42,185 44,123 (1,713 (4) 1,938 5
Brokerage commissions and fees . . . . . 30,038 35,811 39,839 5,773 19 4,028 11
Card processing fees, net . . ... .. .. 25,105 28,400 30,307 3,295 13 1,907 7
Securities gains {losses), net . . ... .. (50,039) 2,242 1,621 52,281 nm (621) {28)
Gains on private capital investments, net , 27,187 23,112 43,881 (4,075) {15) 20,769 90
Other. . ................... 103,162 102,544 111,531 (618) (1) 8,987 9
Total noninterest income . .. ... .. $759,617 $830,943 $868,302 % 71,326 9% % 37,359 5%

nm = not meaningful

Noninterest Expense

Increase {Decrease)
Years Ended December 31,

Years Ended December 31, 2006 versus 2005 2007 versus 2006
(Dollars in thousands) 2005 2006 2007 Amount Percent Amount  Percent
Salaries and other compensation . . $ 726,927 & 777,978 $ 801,049 $ 51,051 7% $23,071 3%
Employee benefits . . ... ... .. 178,352 191,636 162,975 13,284 7 (28,661} (15)
Salaries and employee benefits . . . 905,279 969,614 964,024 64,335 7 {5,590} (L
MNet occupancy . ... ........ 137,518 139,152 144,824 1,634 1 5,672 4
Qutside services. . . . ........ 109,535 110,102 76,499 567 1 (33,603) (31)
Professional services . ... ..... 44,088 62,597 69,118 18,609 42 6,521 10
Equipment . . .. ... .. ... ... 66,879 68,751 . 64,940 1,872 3 (3,811 (&)
Software . .. ............. 54,813 60,960 58,413 6,147 11 (2,547) {4
Advertising and public relations . . . 36,677 43,920 41,627 7,243 20 (2,293) {5)
Communications . .. ........ 40,009 38,518 37,216 (1,491) (4} (1,302) {3)
Data processing . . . . ... .. ... 31,834 31,041 33,0563 (793) (2} 2,012 6
Intangible asset amortization . . . . 16,822 11,591 7,679 {,231) (31) (3,812) (34)
Foreclosed asset expense (income) . (5,635) (15,322) 110 (9,687) nm 15,432 nm
{Reversal of) provision far losses on
off-balance sheet commitments . 4,000 {5,000} 9,000 (9,000) nm 14,000 nm
Other . . .. .............. 110,264 121,925 136,902 11,661 11 14,977 12
Total noninterest expense . . . . . $£1,562,083 $1,637,849 $1,643,405 % 85,766 6% % 5556 —%

nm = not meaningful
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Income Tax Expense

Years Ended December 31,

{Dollars in thousands) 2005 2006 2007
Income before income taxes . ..................... $1,093,791 $1,031,436 $862,549
Income tax exXpensSe . . . . . . v e v e 359,074 270,121 292,683
Effective taxrate . . . . ...... ... . ... . . ... ... ... .. 33% 26% 34%

The increase in the effective tax rate in 2007 was primarily due to a credit to state income tax expense of
$72.8 millien in 2006 for a refund received in a settlement between us and the State of California in an action
we brought to recover taxes paid for the calendar years 1989 through 1995. The settlement was made in
response to claims for refunds filed by us in 2001 with respect to the proper tax treatment of losses from loans
and securitfes during 1989 through 1995. The losses were incurred by the group of affiliated corporations
included in our California tax filing. After an initial denial of the claims by the FTB Audit Division, we filed a suit
for refund in San Francisco Superior Court. The settlement agreement settled all claims for the years at issue
and the lawsuit was dismissed.

In the normal course of business, the tax returns of UnionBanCal Corporation and its subsidiaries are
subject to review and examination by various tax authorities. in the course of its examination of our federal tax
returns for the years 1998 through 2002, the IRS has disallowed the tax deducticns claimed with respect to
certain leveraged leasing transactions, referred to as “lease-in/lease-outs” (LILOs). We believe our tax
treatment of these LILOs was consistent with applicable tax law, regulations and case law, and we intend to
defend our position vigorously.

In 2003, we made partial payments of the tax and interest assessed on LILOs and filed a protest with the
IRS Administrative Appeals Division (Appeals). During 2005, we concluded our discussions with Appeals
without resolution. In the fourth quarter of 2005, we paid the balance of the tax and interest, for a total
payment of $95.1 million. In August 2006, we filed a refund suit in the Court of Federal Claims. A trial date
has not yet been set,

On January 1, 2007, we adopted FIN No, 48, "Accounting for Uncertainty in Income Taxes—An
Interpretation of FASB Statement No. 109." The Interpretation establishes a "rmore-likely-than-nat”
recognition threshold that must be met before a tax benefit can be recognized in the financial statements. For
tax positions that meet the more-likely-than-not threshold, an enterprise should recognize the largest amount

"of tax benefit that is greater than 50 percent likely of being realized upon final settlement with the taxing
authority. We recognized a $49.3 million reduction to the beginning balance of retained earnings upon
adoption of the Interpretation. During 2007, we recognized gross increases to the balance of unrecognized tax
benefits of $22.6 million and gross decreases of $22.3 million. We also recognized $1.5 million of interest
expense on unrecognized tax benefits during the year. The net changes to unrecognized tax benefits and
accrued interest during the year resulted in an increase in our effective tax rate of 0.1 percent.

The total amount of unrecognized tax benefits at December 31, 2007 was $137.7 miilion. included in
this total was $84.6 million that, if recognized, would result in adjustments to other income tax accounts,
primarily deferred taxes. The amount of unrecognized tax benefits that would affect the effective tax rate, if
recognized, was $53.1 million. At December 31, 2007, we had accrued $10.5 million of interest expense and
no penalties related to unrecognized tax benefits.

During the next 12 months, it is reasonably possible that the statute of limitations pertaining to positions
taken by us with respect to certain affiliates in prior year state income tax returns may lapse. As a result, the total
amount of unrecognized tax benefits may decrease by zero up to $14.8 million. Should this decrease occur, the
net impact to income tax expense, including interest, would be up to $12.0 million. We do not expect any other
material increases or decreases to unrecognized tax benefits during the next 12 moenths. However, we are subject
to federal and state tax examinations, as well as angoing litigation concerning our LILO transactions. Therefore,
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our estimate of unrecognized tax benefits is subject to change based on new developments and information. The
tax years open to examination by major jurisdictions are 2003 and forward.

For additional information regarding income tax expense, including a reconciliation between the effective
tax rate and the statutory tax rate, see Note 11 to our Consolidated Financial Statements included in this
Annual Report.

Credit Risk Management

Our principal business activity is the extension of credit in the form of loans and credit substitutes to
individuals and businesses. Our policies and applicable laws and regulations governing the extension of credit
require risk analysis including an extensive evaluation of the purpose of the request and the borrower's ability
and willingness to repay us as scheduled. Our evaluation also includes ongoing portfolio and credit
management through portfolio diversification, lending limit constraints, credit review and approval policies,
and extensive internal monitoring.

We manage and control credit risk through diversification of the portfolio by type of loan, industry
concentration, dollar limits on multiple loans to the same borrower, geographic distribution and type of
borrower. Geographic diversification of loans originated through our branch network is generally within
California, Oregon and Washington, which we consider to be our principal markets. {n addition, we originate
and participate in lending activities outside these states, as weli as internationally.

In analyzing our loan portfolios, we apply specific monitoring policies and procedures that vary according
to the relative risk profile and other characteristics of the loans within the various portfolios. Our residential,
consumer and certain small commercial loans and leases are relatively homogenegus and no single loan is
individually significant in terms of its size or potential risk of loss. Therefore, we review these portfolios by
analyzing their performance as a peo! of loans. in contrast, our monitoring process for the larger commercial,
financial and industrial, construction, commercial mortgage, leases, and foreign loan portfolios includes a
periadic review of individua! loans. Loans that are performing, but have shown some signs of weakness, are
subjected to more stringent reporting and oversight. We review these loans to assess the ability of the
borrowing entity to continue to service all of its interest and principal obligations and as a result may adjust the
risk grade of the loan accordingly. In the event that we believe that full collection of principal and interest is not
reasonably assured, the [oan is appropriately downgraded and, if warranted, placed on nonaccrual status, even
though the loan may be current as to principal and interest payments.

We have a Credit Review and Management Committee chaired by the Chief Credit Officer and composed
of the Chief Executive Officer, the Chief Operating Officer and other executive officers that establishes our
overall risk appetite, portfolio concentration limits, and credit risk rating methodology. This committee is
supported by the Credit Policy Forum, composed of Group Senior Credit Officers that have responsibility for
establishing credit policy, credit underwriting criteria, and other risk management controls. Credit
Administration, under the direction of the Chief Credit Officer and his designated Group Senior Credit Officers,
is responsible for administering the credit approval process and related policies. Policies require an evaluation
of credit requests and ongoing reviews of existing credits in order to ensure that the purpose of the credit is
acceptable, and that the borrower is able and willing to repay as agreed. Furthermore, policies require prompt
identification and quantification of asset quality deterioration or potential loss.

Another part of the control process is the Independent Risk Monitoring Group for Credit (IRMG-Credit),
which reports to the Board of Directors and provides both the Board of Directors and executive management
with an independent assessment of the level of credit risk and the effectiveness of the credit management
process. IRMG-Credit routinely reviews the accuracy and timeliness of risk grades assigned to individual
borrowers to ensure that the business unit credit risk identification process is functioning properly. This group
also assesses compliance with credit policies and underwriting standards at the business unit level.
Additionatly, IRMG-Credit reviews and pravides commentary on proposed changes to credit policies, practices
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and underwriting guidelines. IRMG-Credit summarizes its significant findings on a regular basis and provides
recommendations for corrective action when credit management or control deficiencies are identified.

Loans

The following table shows loans outstanding by loan type and as a percentage of total loans for 2003
through 2007. Information about our loan portfolio is also included in “Business Segments.”

Increase

{Decrease)
December 31,
2007 From:
December 31,
December 31, ) 2006
(Dollars in millions) 2003 2004 2005 2006 2007 Amount Percent
Commercial, financial and
industrial . ... ... ... .. $ 8898 36% % 9955 35% $11,451 35% $12,945 35% $14,564 35% %1619 125%
Construction . . ... ....... 1,101 5 1,130 4 1,447 4 2,176 6 2,407 6 231 106
Morigage:
Residential . . .. ........ 7,464 31 9,538 33 11,380 34 12,344 34 13,827 34 1,483 12.0
Commerciat .. ......... 4,195 17 5409 19 5683 17 6,028 16 7,021 17 993 165
Total mortgage . . . . . .. .. 11,659 48 14,947 52 17,063 51 18,372 50 20,848 51 2,476 135
Consumer:
Installment . . ... ....... 819 3 768 2 891 3 1,137 3 1,327 3 190 16.7
Revolving lines of credit . . . . . 1,222 5 1,582 5 1,611 5 1,401 4 1,334 3 67y {4.8)
Total consumer , . .. .. .. 2,041 8 2,350 7 2,502 8 2,538 7 2,661 6 123 4.8
Lease financing . . . . ... .... 664 3 609 2 580 2 581 2 655 2 74 127
Total loans held for investment . 24,363 100 28,991 100 33,043 100 36,612 100 41,135 100 4,523 124
Total loans held for sale . . . . . 12 — 118 - 53 — 60 — 69 — 9 150
Total loans . . . ... ... .. $24,375 100% $29,109 100% $33,096 100% $36,672 100% $41,204 100% 34,532 12.4%

Commercial, Financial and Industrial Loans

Commercial, financial and industrial lcans represent one of the largest categories in the loan portfolio.
These loans are extended principally to corporations, middle-market businesses and smali businesses, with no
industry concentration exceeding 10 percent of total loans.

Our commercial market lending originates primarily through our commercial banking offices. These
offices, which rely extensively on relationship-oriented banking, provide a variety of services including cash
management services, lines of credit, accounts receivable and inventory financing. Separately, we originate or
participate in a wide variety of financial services to major corporations. These services include traditional
commercial banking and specialized financing tailored to the needs of each customer's specific industry.
Presently, we are active in, among other sectors, the oil and gas, communications, entertainment, retailing,
power and utilities and financial services industries.

The commercial, financial and industrial loan portfolio increased from December 31, 2006 mainly due to
increased loan demand primarity in the oil and gas and national corporate segments, as well as the California
middle market.

Construction and Commercial Mortgage Loans

We engage in real estate lending that includes commercial mortgage loans and construction loans secured
by deeds of trust. Construction loans are extended primarily to commercial property developers and to
residential builders.

The construction loan portfolio increased from December 31, 2006 primarily due to higher demand for
income property projects with retail, office and apartment financing representing the largest components.

The commercial mortgage loan portfolio consists of loans on commercial income properties primarily in
California. Commercial mortgages increased from December 31, 2006 mainly due to higher demand in the
California middle market sector for real estate related financing.
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Residential Mortgage Loans

We originate residential mortgage loans, secured by one-to-four family residential properties, through our
multiple channel network (including branches, mortgage brokers, and loan-by-phone) throughout California,
Oregon and Washington, and we pericdically purchase loans in our market area.

At December 31, 2007, 68 percent of our residential mortgage ioans were interest only, none of which are
negative amortizing. At origination, these interest only loans had relatively high credit scores and had weighted
average loan-to-value (LTV) ratios of approximately 66 percent. The remainder of the portfolio consists of
balloon or regular amortizing loans.

We do not have a program for ariginating or purchasing subprime loan products. However, we do have
several loan products that allow a customer to move more quickly through the lcan origination process by
reducing or eliminating the need to verify the income or assets of the customer. We refer to these ioans as “no
doc” or “low doc” loans. "No doc” loans are only available through the Retail Banking channel to existing
clients for owner-occupied properties and eliminate the verification of both income and assets, while “low doc”
loans require the verification of assets. In both cases, these loans require lower LTV ratios and higher FICO®
credit scores than for fully documented residential loans. Although these loans comprise nearly half of our
residential loan portfolio, the delinquency rates relative to the outstanding balances at December 31, 2007
were lower than fully documented loans. At December 31, 2007, the total amount of “no doc™ and “low doc”
loans past due 30 days or more was $15.9 million, compared to $5.7 million at December 31, 2006. The
total amount of residential mortgages delinquent 30 days or more was $49.9 million at December 31, 2007,
compared to $27.9 million at December 31, 2006. Although delinquencies have risen since December 31,
2006, the total amount delinquent remains low.

We hold most of the loans we originate. However, we do sell our 30-year, fixed rate loans, except for
Community Reinvestment Act (CRA) qualifying loans.

On February 13, 2008, President Bush signed into law the Economic Stimulus Act of 2008 which,
among other provisions, authorizes the three federal mortgage loan conduits, the Federal National Mortgage
Association (known as Fannie Mae), the Federal Home Loan Mortgage Corporation (known as Freddie Mac)
and the Federal Housing Administration, to purchase new and existing “jumbo” residential mortgage loans
originated after June 30, 2007. The legislation, which will go into operation when the federal morigage
agencies calculate and publish new loan limits for each Standard Metropolitan Statistical Area, based on
average housing prices, will increase the current {imit on conforming toans which can be purchased by Fannie
Mae and Freddie Mac to up to $729,750 from its current maximum of $417,000. The purpose of the
increased purchase authority, which will apply to loans originated through the end of 2008, is to provide
increased liquidity to the secondary market for “‘jumbao” residential loans. Loans on residential properties in a
number of counties in the State of California where housing prices remain relatively high will be covered by the
increased purchase authority. This could result in an increased rate of ioan originations and refinancings of
foans on such properties, including properties securing loans made by us. The degree to which this will occur
and its overall effect on our residential mortgage loan portfolio cannot be determined at this time.

Consumer Loans

We originate consumer loans, such as auto loans and home equity loans and lines, through our branch
network. The increase in cansumer loans from December 31, 2006 was primarily in our “Flex Equity Line/
Loan” product. The “Flex Equity Line/Loan” allows our customers the flexibility to manage a line of credit with
as many as four fixed rate loans under a single product. When customers convert their “Flex Equity Lines/
Loans" to fixed rate loans, these new loans are classified as installment loans. Our total home equity loans and
lines delinquent 30 days or more were $8.4 million at December 31, 2007, compared to $4.6 million at
December 31, 2006. Although the percentage increase from December 31, 2006 is high, the dollar amount of
the increase is not significant.
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Lease Financing

We offer two types of leases to our customers: direct financing leases, where the assets leased are
acquired without additional financing from other sources; and leveraged leases, where a substantial portion of
the financing is provided by debt with no recourse to us. At December 31, 2007, we had leveraged leases of
$552 millicn, which were net of non-recourse debt of approximately $1.2 billion. We utilize a number of
special purpose entities for our leveraged leases. These entities serve legal and tax purposes and do not
function as vehicles to shift liabilities to other parties or to deconsolidate affiliates for financial reporting
purposes. As allowed by US GAAP and by law, the gross lease receivable is offset by the qualifying
non-recourse debt. In leveraged lease transactions, the third-party lender may only look to the coliateral value
cof the leased assets for repayment.

Cross-Border Qutstandings

Our cross-border outstandings, including those that are part of our discontinued operations, reflect certain
additional economic and political risks that are not reflected in domestic outstandings. These risks include
those arising from exchange rate fluctuations and restrictions on the transfer of funds. The following table sets
forth our cross-border outstandings as of December 31, 2007 for Canada, the only country where such
outstandings exceeded 1 percent of total assets. For the years ended December 31, 2005 and December 31,
2006, there were no countries where such cross-border outstandings exceeded 1 percent of total assets. The
cross-border cutstandings were compiled based upon category and domicile of ultimate risk and are comprised
of balances with banks, trading account assets, securities available for sale, securities purchased under resale
agreements, loans, accrued interest receivable, acceptances outstanding and investments in fareign entities.
For the country shown in the table below, any significant local currency outstandings are either hedged or
funded by local currency borrowings.

Public  Corporations

Financial Sector and Other Total
{Dollars in millions) Institutions  Entities Borrowers Qutstandings
December 31, 2007
Canada .. ... v i $6 $— $817 $823

Provision for Loan Losses

We recorded a provision for foan losses of $81 million in 2007, compared with a reversal of allowance for
loan losses of $5 million in 2006. There was a $9 million provision for losses related to the allowance for
losses on cff-balance sheet commitments in 2007, compared to a reversal of provision for losses on
off-balance sheet commitments of $5 million in 2006. The provisions for loan losses and for losses on
off-balance sheet commitments are charged to income to bring our total allowances for credit losses to a level
deemed appropriate by management based on the factors discussed under “Allowances for Credit Losses”
below.

Allowances for Credit Losses
Paticy and Methodology

We maintain allowances for credit losses (defined as both the allowance for loan and off- balance sheet
commitment losses) to absorb losses inherent in the loan portfolio, as well as for leases and off-balance sheet
commitments. The allowances are based on our regular, quarterly assessments of the probable estimated
losses inherent in the loan portfolio and unused commitments to provide financing. Our methodology for
measuring the appropriate level of the allowances relies on several key elements, which include the formula
allowance, the specific allowance for identified problem credit exposures, the unallocated allowance and the
allowance for off-balance sheet commitments.

F-22




The formula allowance is calculated by applying loss factors to outstanding loans and certain unused
commitments, in each case based on the internal risk grade of such loans, leases and commitments. Changes
in risk grades affect the amount of the formula allowance. Loss factors are based on our historical loss
experience and may be adjusted for significant factors that, in management's judgment, affect the collectibility
of the portfolio as of the evaluation date. Loss factors are developed in the following ways:

* loss factors for individually graded credits are derived from a migration model that tracks historical
losses over a period, such as an econemic cycle, which we believe captures the inherent losses in our
loan portfolio; and

* pooled loan toss factors (not individually graded loans) are based on expected net charge offs. Pooled
loans are loans that are homogeneous in nature, such as consurmer installment, home equity,
residential mortgage loans and certain small commercial loans.

We believe that an economic cycle is a period in which both upturns and downturns in the economy have
been reflected. We calculate loss factors over a time interval that spans what we believe constitutes a complete
and representative economic cycle.

Loan loss factors, which are used in determining our formula allowance, are adjusted quarterly primarily
based upon the level of historical net charge offs and losses expected by management in the near term. We
estimate our expected losses based on a loss confirmation period. The loss confirmation period is the estimated
average period of time between a material adverse event affecting the credit-worthiness of a borrower and the
subsequent recognition of a loss. Based upon our evaluation process, we believe that, for our non-criticized,
risk-graded loans, on average, losses are sustained approximately 10 quarters after an adverse event in the
creditor’s financial condition has taken place. For our criticized risk-graded loans, we measure the losses based
upon the remaining life of the loan. See definition of criticized credits under “Changes in the Formula and
Specific Allowances" in this section of our Management's Discussion and Analysis of Financial Condition and
Results of Operations (MD&A). Similarly, for pool-managed credits, the loss confirmation period varies by
product, but ranges between one and two years.

Furthermore, based on management's judgment, our methodology permits adjustments to any loss factor
used in the computation of the formula alfowance for significant factors, which affect the collectibility of the
portfolio as of the evaluation date, but are not reflected in the loss factors. By assessing the probable estimated
losses inherent in the loan portfolio on a quarterly basis, we are able to adjust specific and inherent loss
estimates based upon the most recent information that has become available. This includes changing the
number of periads that are included in the calculation of the loss factors and adjusting qualitative factors to be
representative of the economic cycle that we expect will impact the portfolio. Updates of the loss confirmation
period are done when significant events cause us to reexamine our data.

A specific allowance is established in cases where management has identified significant conditions or
circumstances related to a credit or a portfolio segment that management believes indicate the probability that
a loss has been incurred. This amount may be determined either by a method prescribed by SFAS No. 114, or
methods that include a range of probable outcomes based upon certain qualitative factors,

The unallocated allowance is based on management's evaluation of conditions that are not directly
reflected in the determination of the formula and specific allowances. The evaluation of the inherent loss with
respect to the conditions listed below is subject to a higher degree of uncertainty because they may not be
identified with specific problem credits or portfolic segments. The conditions evaluated in connection with the
unallocated allowance may include the following, which could exist at the balance sheet date:

« general economic and business conditions affecting our key lending areas;

* credit quality trends (including trends in nonperforming loans expected to result from existing
conditions};

s collateral values;
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* |pan volumes and concentrations;
« specific industry conditions within portfolio segments;
* recent loss experience in particular segments of the portfolio;

« duration of the current economic cycle;

bank regulatory examination results; and
+ findings of our internal credit examiners,

We review these conditions quarterly with our senior credit officers. To the extent that any of these
conditions is evidenced by a specifically identifiable problem credit or portfolio segment as of the evaluation
date, management's estimate of the effect of such conditions may be reflected as a specific allowance,
applicable to such credit or portfolio segment. Where any of these conditions is not evidenced by a specifically
identifiable problem credit or portfolio segment as of the evaluation date, management’s evaluation of the
probable loss related to such condition is reflected in the unallocated allowance.

The allowances for credit losses are based upon estimates of probable iosses inherent in the loan portfolio
and certain off-balance sheet commitments. The actual losses can vary from the estimated amounts. Our
methodology includes several features that are intended to reduce the differences between estimated and
actual losses. The loss migration model that is used to establish the loan loss factors for individually graded
loans is designed to be self-correcting by taking into account our loss experience over prescribed periods. In
addition, by hasing the loan loss factors over a period reflective of an economic cycle, recent toss data that may
not be reflective of prospective losses going forward will not have an undue influence on the calculated loss
factors.

The following table reflects the related atlowance for loan losses allocated to a loan category at the period
~end and percentage of the allocation to the period end loan balance of that loan category, as set forth in the
“Loans” table on page F-20.

December 31,

{Doilars in thousands) 2003 2004 2005
Commercial, financial, and industrial ... $213,906 2.40% $182,877 1.84% $169,700 1.48%
Construction .. .............. ... 14,000 1.27 14,843 1.31 19,800 1.37
Mortgage:

Residential . ... ............... 2,200 0.03 2,900 0.03 3,400 0.03
Commercial . ................. 24,756 0.59 83,414 154 72,500 1.28
Total mortgage . . ... .. ........ 26,956 0.23 86,314 0.58 75,900 0.44
Consumer:
Installment .. ............... 3,000 0.37 2,400 0.31 1,900 0.21
Revolving lines of credit . . . ... ... 2,400 0.20 2,400 0.15 2,000 0.12
Total consumer . ............ 5,400 0.26 4,800 0.20 3,900 0.16
Lease financing ................. 29,800 4.49 27,634 454 17,200 2.97
Total allocated allowance ... ... 290,062 1.19 316,468 1.09 286,500 0.87
Unallocated ... .................. 172,948 82,688 65,032
Total allowance for
loanlosses. ............ $463,010 1.90% $399,156 1.37% $351,632 1.06%

F-24




Increase (Decrease)

Years Ended
December 31,
December 31, 2007 versus 2006
(Dollars in thousands) 2006 2007 Amount Percent
Commercial, financial, and industrial . . .  $150,600 1.16% $172,800 1.19% $22,200 15%
Construction. . . ....... ... ...... 34,600 1.58 57,300 2.38 22,700 66
Mortgage:
Residential . . ................ 3,700 0.03 4,100 0.03 400 11
Commercial . . .......... ... ... 73,600 1.22 70,900 1.01 {2,700) (4)
Total mortgage . . ............ 77,300 0.42 75,000 0.36 (2,300) (3
Consumer: <
fnstallment . ................. 1,200 0.11 2,900 0.22 1,700 142
Revolving lines of credit. . . .. .. ... 1,800 0.13 3,700 0.28 1,900 106
Total consumer .. ............ 3,000 0.12 6,600 0.25 3,600 120
Lease financing . . . .............. 6,600 1.12 6,100 0.93 (400) {6)
Total allocated ailowance . .. .... 272,000 0.74 317,800 0.77 45,800 17
Unallocated . . .. ................. 59,077 84,926 25,849 44

Total allowance for loan losses .. $331,077 0.90% $402,726 0.98% $71,649 22%

Comparison of the Total Allowances and Refated Provisions for Credit Losses

At December 31, 2005, 2006 and 2007, our total allowances for credit losses were 744 percent,
987 percent, and 885 percent of total nonaccrual loans, respectively. At December 31, 2005, 2006 and
2007, our total allowances for loan losses were 597 percent, 792 percent and 723 percent of total nonaccrual
loans, respectively, In addition, the allowances incorporate the results of measuring impaired loans as provided
in SFAS No. 114 and SFAS No. 118. These accounting standards prescribe the measurement methods,
income recognition and disclosures related to impaired loans. At December 31, 2007, total impaired loans
were $56 million and the associated impairment allowance was $11 million, compared with total impaired
loans of $27 million and an associated impairment allowance of $3 million at December 31, 2006, and total
impaired loans of $59 million and an associated impairment allowance of $13 million at December 31, 2005.

At December 31, 2007, the allowance for josses on off-balance sheet commitments was $390 million,
resulting in an increase of $9 million from 2006. At December 31, 2006, the allowance for losses on
off-balance sheet commitments was $81 million, resulting in a $5 million reversai of allowance from 2005. At
December 31, 2005, the allowance for fosses on off-balance sheet commitments was $86 million, an increase
of $4 million from 2004. Funded loans and off-balance sheet commitments are considered together when
determining the adequacy of the allowances for credit losses as a whole.

During 2005, 2006 and 2007, there were no material changes in estimation methods or assumptions
that affected our methodology for assessing the appropriateness of the formula and specific or unallocated
allowances for credit losses, except for the refinement in estimates and assurnptions regarding the effects of
economic and business conditions on borrowers and other factors, which affected the assessment of the
unallocated allowance.

As a result of management’s assessment of factors, including the credit quality of our loan pertfolio, the
adverse impact of a significant slowdown in the housing market, and growth and changes in the composition of
the loan portfolio, we recorded a provision for loan losses of $81 million in 2007, compared to a reversal of
allowance for loan losses of $5 millicn in 2006.
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The following table sets forth the components of the allowances for credit losses.

Increase {Decrease)
December 31,

2007 From
December 31,
December 31, 2006
(Dollars in miliions) 2005 2006 2007  Amount Percent
Allocated allowance:
Formula. . ... ... ... $356 $347 $395 $48 14%
Specific . . .. ... 17 6 12 6 100
Total allocated allowance . . .. ................. 373 353 407 h4 15
Unallocated allowance . . . . . .. .. ... .. ... .. . . . . ... 65 59 86 27 46
Totai allowances for credit losses . . .. .. ............. $438 %412 $493 $81 20%

Changes in the Formula and Specific Allowances

The increase in the formula allowance from December 31, 2006 was grimarily due to the impact of an
increase in criticized credits (as defined below), including those increases related to the deterioration in
business conditions for the homebuilder industry.

The specific allowance increase from December 31, 2006 to December 31, 2007 was primarily reflective
of an increase in nonaccrual loans and the amount of loss inherent in the exposure. At December 31, 2006,
the specific allowance decreased from December 31, 2005 primarily reflective of decreases in nonaccrual
loans and the amount of loss inherent in the exposure.

The total allocated allowance includes the aliowance for losses related to off-balance sheet exposures
such as unfunded commitments and letters of credit.

At December 31, 2007, the allocated portion of the allowances for credit losses included $124 million
related to special mention and classified credits (criticized credits), compared to $58 million at December 31,
2006 and $82 million at December 31, 2005. Special mention and classified credits are those that are
internally risk graded as “special mention,” “substandard” or “doubtful.” Special mention credits are
potentially weak, as the borrower has begun to exhibit deteriorating trends, which, if not corrected, could
jeopardize repayment of the loan and result in further downgrade. Substandard credits have well-definad
weaknesses, which, if not corrected, could jeopardize the full satisfaction of the debt. A credit classified as
“doubtful” has critical weaknesses that make full collection improbable.

Changes in the Unallocated Allowance

The following table identifies the components of the unallocated allowance and the range of inherent loss.

(Dollars in millions) December 31, 2005 December 31, 2006 December 31, 2007

Concentration Commitments!” Low High Commitments’t Low High Commitments' Low High
Real Estate . . . ... .. $ 8,728 $8 %18 $10,183 $8 %20 $11,848 $30 $54
Fuel Prices . ... .... 43,557 8 34 48,264 3 14 54,250 3 12
Concentrated Sales . . . 2,175 4 7 2,301 7 12 2,086 7 12
Contractors . . . ... .. 987 3 5 844 5 7 1,021 5 7
Material/Supplies . . .. — — — — — — 499 3 6
Advertising Dependents . — — — 1,059 2 4 879 2 4
Retail ........... 2,118 1 3 2,416 1 2 2,571 1 2
leasing . ......... 586 3 _6 591 _3 b — — —
Total Attributed . . . . . . $27 %73 $29 %65 $51  $97

II
||
||
||
||

W Includes foans outstanding and unused commitments.
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At December 31, 2007, the unallocated allowance increased from December 31, 2006. The reasons for
the increase, and for which an unaliocated allowance was warranted, follow.

In our assessment as of December 31, 2007, management focused, in particular, on the factors and
conditions set out below. There can be no assurance that the adverse impact of any of these conditions on us
will not be in excess of the ranges set forth.

Although in certain instances the downgrading of a loan resulting from the effects of the conditions
described below has been reflected in the formula allowance, management believes that the impact of these
events on the collectibility of the applicable loans may not have been fully refiected in the level of
nonperforming loans or in the internal risk grading process with respect to such loans. In addition, our formula
allowance does not take into consideration sector-specific changes in the severity of losses that are expected to
arise from current economic conditions compared with our historical losses. Accordingly, our evaluation of the
probable losses related to the impact of these factors was reflected in the unallocated allowance. The
evaluations of the inherent losses with respect to these factors are subject to higher degrees of uncertainty
because they are not identified with specific problem credits.

In certain cases, we believe that credit migration is likely to be somewhat more severe than the long-run
average, but a greater share of the inherent probable loss associated with this credit migration is captured in
the allocated allowance. The following describes the specific conditions we considered.

» With respect to commercial real estate, we considered the significant weakening in the residential
building market.

* With respect to fuel prices, we considered the ability of borrowers to absorb higher fuel prices without
anticipated negative effects, the prospects of high costs of oil and petroleum products and the impact
across virtually all sectors of the economy.

= With respect to concentrated sales, which include suppliers of “big box" stores and other companies
that generate 15 percent or more of their revenues from one customer, we considered the increased
pricing pressure and competition among suppliers to the large “hig box” retailers.

» With respect to contractors, we considered the decline in the residential housing market, as well as
potential problems in commercial real estate created by the housing-related credit tightening.

* With respect to building material suppliers, we considered the weakness in the homebuilding industry,
including weak home sales, and the effects on suppliers.

* With respect to our customers whose revenues are dependent on advertising, we considered the
pressures on earnings of newspapers and radio and television stations due to decreases in advertising
sale revenues,

+ With respect to retailers, we considered lower than expected sales results especially during the recent
holiday period, with retailers reporting either nominal gains or declines in same store sales, and specific
concerns among certain retail segments.

* With respect to leasing, we considered the improving outlook for airlines, which are benefiting from
higher capacity utilization.

At December 31, 2006, the unallocated aIIowche declined from December 31, 2005. The reasons for
the decrease, and for which an unallocated allowance was warranted, follow.

* With respect to residentia! real estate construction, we considered the impact of significant weakness in
the residential real estate market.

» With respect to fuel prices, we considered the decline in the prices of oil and petroleum products
experienced during the latter portion of 2006, and the impact across all sectors of the economy.
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» With respect to concentrated sales, we considered the increasing pricing pressures and competition
among suppliers to the large “big box” retailers.

« With respect to contractors, we considered the continued slowdown in the residential construction
markets,

* With respect to leasing, we considered the improving outlook for airlines, which are benefiting from
improving fuel pricing and capacity utilization, as well as some weakness in the utilities sector.

« With respect to customers whose revenues are dependent on advertising, we considered the impact of
declining newspaper, radio and television advertising sales revenues and declining newspaper
circulation totals.

« With respect to retailers, we considered mixed sales results especially during the recent holiday period,
with retailers reporting modest gains in same store sales, and specific concerns among certain retail
segments.
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Change in the Total Allowances for Credit Losses

The following table sets forth a reconciliation of changes in our allowances for credit losses.

Years Ended December 31,

Increase (Decrease)
December 31, 2007 From:

December 31, 2006

(Dollars in thousands) 2003 2004 2005 2006 2007 Amount Percent
Balance, beginning of period? . $553,090 $463,010 $399,156 $351,532 $331,077 $(20,455) (6)%
Loans charged off:
Commercial, financial and
industrial .. ......... 159,611 70,107 19,962 36,520 12,177  (24,343) 67)
Construction .......... — 765 118 — — — —
Mortgage . ........... 7,286 43 2,071 336 92 (244) {73)
Consumer . . .......... 9,657 6,397 4,532 3,777 6,335 2,558 68
Lease financing . . . ... ... 33,032 2,361 19,862 22 — (22) {100)
Total loans charged off , . . 209,586 79,673 46,545 40,655 18,604 (22,051) (54)
Recoveries of loans previously
charged off:
Commercial, financial and
industrial . ... ....... 45,822 50,432 47,526 19,135 6953 (12,182) (64)
Construction . ......... — 118 34 — — — —
Mortgage . ........... 150 1,702 73 73 336 263 nm
Consumer . . .......... 3,673 1,971 1,716 1,513 1,082 (431) (28}
Lease financing. . . ... ... 446 1,374 206 4,486 118 (4,368) (97}
Total recoveries of loans
previously charged off . . 50,091 55,597 49,555 25,207 8,489 (16,718) (66}
Net loans charged off
(recovered) . . ..... 159,495 24,076 (3,010 15,448 10,115 (5,333) (35}
(Reversal of} provision for loan
losses .. ............ 58,999 (58,232) {50,683) (5,000} 81,000 (86,000) (1,720}
Foreign translation adjustment
and other net additions
{deductions)®* ... ...... 10,416 18,454 49 (7} 764 771 nm
Ending balance of aliowance for
loanlosses ... ........ $463,010 $399,156 $351,532 $331,077 $402,726 $71,649 22
Allowance for losses on
off-balance sheet
commitments'® . ., ... ... 69,900 82,375 86,375 81,374 90,374 9,000 11
Allowances for credit losses . . . $532,910 $481,531 $437,907 $412451 $493,100 $ 80,649 20
Allowances for loan losses to
total loans® . ... ... ... 1.90% 1.37% 1.06% 0.90% 0.98%
Allowances for credit losses to
total loans® . . .. ... ... 2.19 1.65 1.32 1.12 1.20
{Reversal of} provision for loan
losses to net loans charged
off {recovered) ... ... ... 36.99 (241.87) nm (32.37} 800.79
Net loans charged off
(recovered) to average total
loans . . ............. 0.64 0.09 (0.0 0.04 0.03

W ncludes $5.7 million related to the Business Bancorp acquisition and $12.6 million related to the Jackson Federal Bank
acquisition, both acquired in 2004, Also includes $10.3 miltion related to the Monterey Bay Bank acquisition in 2003.

2'  For all periods presented, the allowance and provision for loan losses have been restated to exclude the portion of the allowance and
provision relating to off-balance sheet commitment fosses. The restated balance of the allowance for loan losses at December 31,
2002 and 2003 was $553,090, and 463,010, respectively.

) The allowance for loan losses ratios are calculated using the allowance for loan losses against end of period total loans or total
nonperforming loans, as appropriate. These ratios relate to continuing operations only.

4 The allowance for credit losses ratios are calculated using the sum of the allowances for loan losses and for losses on off-balance
sheet commitments against end of period totat loans or total nonperfarming loans,as appropriate. These ratios relate to continuing

operatigns only.

nm - not meaningful
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Total loans charged off in 2005, 2006 and 2007 decreased from each prior year. Lease charge offs in
2005 related primarily to several commercial aircraft leases. Charge offs reflect the realization of losses in the
portfolio that were recognized previously through provisions for credit losses.

Loan recoveries in 2007 decreased from 2006 as a result of declining charge offs in the previous years.
Also, loan recoveries in 2006 decreased from 2005, which included a single large commerciai loan recovery in
20065 totaling over $9 million. Fluctuations in loan recoveries from year-to-year are due to variability in timing
of recoveries and tend to trail the periods in which charge cffs are recorded.

Nonperforming Assets

Nonperforming assets may consist of nonaccrual loans, distressed loans held for sale and foreclosed
assets. Nonaccrual loans are those for which management has discontinued the accrual of interest because
there exists significant uncertainty as to the full and timely collection of either principal or interest or such loans
have become contractually past due 90 days with respect to principal or interest. For a more detailed
discussion of the accounting for nonaccrual loans, see Note 1 to our Consolidated Financial Statements
included in this Annual Report.

Distressed loans held for sale are loans, which would otherwise be included in nonaccrual loans, which
have been identified for accelerated disposition. Disposition of these assets is contemplated within a short
period of time, not to exceed one year.

Foreclosed assets include property where we acquired title through foreclosure or “deed in lieu” of
foreclosure.
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The following table sets forth an analysis of nonperforming assets.

Increase (Decrease)
December 31, 2007 From:

December 31,

December 31, 2006

{Dollars in thousands} 2003 2004 2005 2006 2007 Amount Percent
Commercial, financial and

industrial . ... ...... $190,404 $ 58,538 $ 50,073 % 7552 § 29,293 $ 21,741 nm%
Construction . ........ — 2,622 — — 13,662 13,662 nm
Mortgage—Commercial 38,354 26,519 8,819 19,187 12,775 (6,412) (33.4)
Lease financing . ...... 51,603 54,894 — 15,047 —  (15,047) {100.0)

Total nonaccrual loans . . 280,361 142,573 58,892 41,786 55,730 13,544 33.4
Foreclosed assets . .. . .. 5,689 7,282 2,753 579 795 216 37.3

Total nonperforming

assets . ......... $286,050 $149,855 § 61,645 $ 42,365 $ 56,525 $ 14,160 33.4

Allowances for loan losses . $463,010 $399,156 $351,632 $331,077 $402,726 $ 71,649 21.6%
Allowances for credit losses . $532,910 $481,531 $437,907 $412,451 $493,100 % 80,649 19.6%
Nonaccrual loans to total

loans . ........... 1.15% 0.49% 0.18% 0.11% 0.14%
Allowance for Ioan losses to

nonaccrual loanst! | . . . 165.15 279.97 596,91 792.32 722.64
Allowances for credit losses

to nonaccrual loans? | . 190.08 337.74 743.58 987.06 884.80
Nonperforming assets to

total loans, distressed

loans heid for sale, and

foreclosed assets . . . . . 1.17 0.51 0.19 0.12 0.14
Nonperforming assets to

fotal assets . .... ... 0.67 0.31 0.12 0.08 0.10

23]

total nonaccrual loans. These ratios relate to continuing operations only.

12}

The altowance for loan losses to nonaccrual loans ratios are calculated using the allowances for loan losses against end of pericd

The allowances for credit losses to nonaccrual loans ratios are calculated using the sum of the allowances for loan losses and for

losses on off-balance sheet commitments against end of period total nonaccrual loans. These ratios relate to continuing operations

only.

nm - not meaningful

The increase in nonaccrual loans from December 31, 2006 to December 31, 2007 was primarily due to
an increase in nonperforming real estate loans, an energy-related company loan and a healthcare company
loan, partially offset by higher lcan paydowns and improving credit quality elsewhere in the portfolio. During
2007, we soid approximately $3 million of nonperforming loans compared to approximately $26 million in

2006, which reduced our credit exposures. Losses from these sales were reflected in charge offs.
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The following table sets forth an analysis of loans contractually past due 90 days or more as to interest or
principal and still accruing, but not included in nonaccrual loans above.

Increase {Decrease)
December 31, 2007 From

December 31, December 31, 2006
(Dollars in thousands) 2003 2004 2005 2006 2007 Amount Percent
Commercial, financial and :
industrial . . . ............ $ 893 $1,315 $ 187 $3,085 §$ 3,797 % 712 23.1%
Construction . . ... ......... — — 677 — — — —
Mortgage:
Residentiat . . . ........... 1,878 1,385 2,784 2,359 13,359 11,000 nm
Commercial . .. .......... — — 499 2,155 — (2,155) {100.0)
Total mortgage . . . .. ... .. 1,878 1,385 3,283 4514 13,359 8,845 nm
Consumer and other . .. ... ... 1,123 1,157 819 1,706 2,982 1,276 74.8
Total loans 90 days or more past
due and still accruing. .. . .. $3,894 $3,857 $4,966 $9,305 $20,138 $10,833 nm%

nm - not meaningful

Residential mortgage loans contractuatly past due 90 days or more at December 31, 2007 included
$12.5 million of loans in foreclosure with an average current loan-to-value ratio of 71 percent.

Interest Foregone

If interest that was due on the book balances of ali nonaccrual and restructured loans {including ioans that
were, but are no longer, on nonaccrual) had been accrued under their original terms, we would have recognized
$9.0 million of interest income in 2007.

After designation as a nonaccrual loan, we recognized interest income on a cash basis of $3.6 million and
$3.9 million for loans that were on nonaccrual status at December 31, 2006 and 2007, respectively.

Securities

Management of the securities portfolic involves the maximization of return while maintaining prudent
levels of quality, market risk and liquidity. At December 31, 2007, approximately 99 percent of our securities,
based upon carrying value, were investment grade. The amortized cost, gross unrealized gains, gross
unrealized losses and fair values of securities are detaited in Note 3 to our Consolidated Financial Statements
included in this Annual Report.

Qur securities available for sale are recorded at fair value with the change in fair value recognized in
accumulated other comprehensive income. The two largest components of cur securities available for sale are
$6.6 billion for Asset and Liability Management (ALM) purposes and $1.8 billion of CLOs. ALM securities are
valued at fair value by a pricing service whose prices can be corroborated by recent security trading activities.

All of our CLO securities are known as “Cash Flow CLOs.” A Cash Flow CLO is a structured finance product
that securitizes a diversified pool of foan assets into multiple classes of notes from the cash flows generated by
such loans. Cash Flow CLOs repay the note holders through the receipt of interest and principal repayments
from the underlying loans unlike other types of CLOs that repay note holders through the trading and sale of
underlying collateral. At December 31, 2007, the fair value of our CLO securities had declined by
approximately $213.0 million from December 31, 2006. Cur values are based upon indicative broker quotes.
These broker quotes are derived from pricing models whose assumptions are based upon observable inputs.
The two main reasons for the decline were widening credit spreads and a general lack of liquidity in the
marketplace, precipitated by the subprime lending crisis. At December 31, 2007, 98.6% of our CLO securities
were rated single-A or better by two of the three major rating agencies. Since no observable credit quality
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issues were present in our CLO portfolio at December 31, 2007, and we have the ability and intent to hold the
CLO securities until recovery of the carrying value, which could be maturity, we consider the unrealized loss to

be temporary.

Analysis of Securities Available for Sale

The following table shows the remaining contractual maturities and expected yields of the securities
available for sale based upon amortized cost at December 31, 2007. The fair value of our securities available
for sale portfolio at December 31, 2006 was $8.8 billion, compared to $8.5 billion at December 31, 2007.

Included in our securities available for sale portfolios at both December 31, 2006 and 2007 were
securities used for ALM purposes of $6.6 billion. These securities had an expected weighted average maturity

of 2.8 years and 3.0 years, respectively.

Securities Available For Sale

December 31, 2007

Maturity
Over One Year QOver Five Years
One Year Through Through Over Total
or Less Five Years Ten Years Ten Years Amortized Cost
{Dollars in thousands) Amount Yield Amount Yield Amount  Yield Amount  Yield Amount  Yield
U.S. Treasury .. ...... $ 1,008 3.32% % — —% % — % % — —% % 1,008 3.32%
Other U.S. government . . . 145,800 3.21 558,591 5.10 — - -_ = 704,391 4.71
Mortgage-backed
securitiestt¥@ | 981 6.03 2,310 5.62 1,851,440 4.11 3,879,106 5.10 5,733,837 4.78
State and municipal . . . . . 1,848 7.42 10,828 7.11 16,463 3.99 24,555 4,83 53,694 5,12
Asset-backed and debt
securities . . .. ... ... — = 94,471 4.00 1,087,728 6.00 975,256 5.90 2,157,455 5.87
Equity securities® . . ., .. —- — —_ - 564 —
Foreign securities . . . . . . 1,393 4.37 _ e - = 1,393 4.37

Total securities available
for sale

$151,030 3.29% $666,200 4.98% $2,955,631 4.80% $4,878,917 5.26% $8,664,342 5.04%

@ Although the mortgage-backed securities have been ascribed to periods based upon their contractual maturities, principal payments

are received prior to maturity because borrowers have the right to repay their obligations at any time.

@ See discussion of expected duration in “Quantitative and Qualitative Disclosures About Market Risk.”

G} Equity securities do not have a stated maturity and are included in the total column only.
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Loan Maturities

The following table presents our loans by contractual maturity except for toans held for sale, which are
presented based on the period when the sale is expected to take place.

December 31, 2007

Over One Year

One Year Through Over
(Dollars in thousands) or Less Five Years Five Years Total
Commercial, financial and
industrial . .. ............. $3,618,179 $ 8,998,583 $ 1,946,709 $14,563,477
Construction . . ... .......... 1,195,651 1,203,327 7,751 2,406,729
Mortgage:
Residential .............. 65,974 10,304 13,750,963 13,827,241
Commercial . ............. 418,320 1,905,911 4,697,068 7,021,299
Total mortgage . ......... 484,294 1,916,215 18,448,031 20,848,540
Consumer;
Installment .. ............ 6,141 68,661 1,252,546 1,327,348
Revolving lines of credit . . . . .. 1,175,073 156,712 2,347 1,334,132
Total consumer . .. ....... 1,181,214 225,373 1,254,893 2,661,480
Lease financing . ............ 847 51,881 601,739 654,467
Total loans held to maturity . . 6,480,185 12,395,385 22,259,123 41,134,693
Total loans held for sale .. .. 64,843 — 4,652 69,495
Totalfgans . ............ $6,545,028 $12,395,385 $22,263,775 $41,204,188
Allowance for loan losses . . 402,726
Loans, net . ............ $40,801,462
Total fixed rate loans due after one
VAT . . e $ 7,771,421
Total variable rate loans due after
ONBYEAr. . . . . . o 26,887,739
Total loans due after one year. $34,659,160
Time Deposits of $100,000 and Over
The following table presents domestic time deposits of $100,000 and over by maturity.
December 31,
{Dallars in thousands) 2007
Three MONths OF 1855 . . . . o v o e e e e e e e $6,769,248
Over three months through sixmonths . . ... ... .. ... ... ... ... ... ... ...... 689,264
Over six months through twelve months . . .. . .. ... ... . . . . . . 193,273
Over twelve Months . . . . . e e 75,892
Total domestic time deposits of $100,000 andover . .. .. ... . ... ... ... ... ... $7,727,677

We offer certificates of deposit and other time deposits of $100,000 and over at market rates of interest. A
large portion of these deposits are offered to customers, both public and private, who have done business with
us for an extended period. Based on our historical experience, we expect that as these deposits mature, the
majority will continue to be renewed at market rates of interest.
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Borrowed Funds

The following table presents information on our borrowed funds.

December 31,

(Dollars in thousands) 2005 2006 2007
Federal funds purchased and securities sold under
repurchase agreements with weighted average interest
rates of 3.97%, 5.18% and 4.29% at December 31,
2005, 2006 and 2007, respectively™ . ... ... .. ... $ 651,529 $1,083,927 $1,631,602
Commercial paper, with weighted average interest rates of
3.60%, 4.99%, and 4.25% at December 31, 2005,
2006 and 2007, respectively . ................. 680,027 1,661,163 1,266,656
Other borrowed funds:
Federa! Home Loan Bank borrowings, with weighted
average interest rates of 7.06%, 6.77% and 4.52% at
December 31, 2005, 2006 and 2007, respectively . . 5,800 1,000 949,000
Term federal funds purchased, with weighted average
interest rates of 4.29%, 5.37% and 4.79% at
December 31, 2005, 2006 and 2007, respectively . . 2,000 351,700 805,970
All other borrowed funds, with weighted average interest
rates of 4.13%, 4.26% and 5.23% at December 31, :
2005, 2006 and 2007, respectively .. .......... 126,685 79,701 120,653
Total borrowed funds . . . .. .. .. ... . . . ... $1,466,041 $3,177,491 $4,773,881
Federal funds purchased and securities sold under
repurchase agreements:
Maximum outstanding at any monthend . . ......... $2,285,569 $1,083,927 $1,823,872
Average balance duringtheyear. . ............ ... 898,107 701,614 1,142,487
Weighted average interest rate during the year'V . . .. .. 2.88% 4.80% 4.93%
Commercial paper:
Maximum outstanding at any monthend . ... ... .. .. $1,390,504 $1,859,747 $1,875,647
Average balance duringtheyear. . ... ........ .. .. 1,086,088 1,582,226 1,549,681
Weighted average interest rate during the year . . ... .. 2.92% 4.74% 4.92%
Other borrowed funds:
Federal Home Loan Bank borrowings:
Maximum outstanding at any monthend .. ... .. .. $ 7,300 % 5,800 § 949,000
Average balance during theyear . .. ............ 7,219 2,657 35,312
Weighted average interest rate during the year . . . . .. 6.41% 8.05% 4.59%
Term federal funds purchased:
Maximum outstanding at any monthend ......... $ 215000 $ 703,310 $2,005,340
Average balance duringtheyear .. ............. 57,695 217,646 716,115
Weighted average interest rate during the year . . . . .. 3.01% 5.28% 5.25%
All other borrowed funds:
Maximum outstanding at any monthend ......... $ 144,038 $ 172,858 $ 120,653
Average balance duringthevyear ... ............ 103,306 74,674 62,151
Weighted average interest rate during the year . . . . .. 3.98% 4.89% 5.94%

N Weighted average interest rates provided relate to external funding and do not reflect expenses (earnings} allocated on net funding to
discontinued operations. For further information, see Note 2 to our Consclidated Financial Statements included in this Annual

Report.
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Capital Adequacy, Dividends and Share Repurchases
Capital Adequacy and Capital Management

We strive to maintain strong capital levels, to use capital effectively and to return excess capital to our
stockholders.

We have historically maintained capital levels in excess of those levels required by bank regulators and
above industry averages. Strong capital improves our ability to absaorb unanticipated losses and contributes to
higher ratings by bank regulatory agencies and credit rating agencies.

We strive to use our capital effectively, with our first priority to support our long-term growth and strategic
positioning. Capital is used to fund loan growth and other balance sheet growth, to reinvest in our core
businesses and to fund strategic acquisitions. Capital is also employed to pay a competitive dividend to our
stockholders and to pericdically increase the dividend. When we possess capital in excess of core business and
dividend requirements, we have often employed some of that excess capital to repurchase common stock.

Our primary source of capital is income generated by our operations. In addition, we have generated
capital from common stock issued in connection with acquisitions and with employee stock option exercises,
to the extent that amounts were not recognized in net income, and from the net proceeds of asset sales and
business divestitures.

We are subject to minimum capital requirements at bdth the bank and holding company levels, as defined
by our bank regulators. We have historically maintained capitat levels welt above the minimum thresholds and,
where applicable, in excess of the thresholds established by the banking regulators to identify
“well-capitalized” institutions.

In addition, we monitor a variety of US GAAP capital measures and hybrid capital measures to maintain
capital levels consistent with our goals. These measures include the tangible common equity ratio and various
capital metrics favored by the major credit rating agencies. We anatyze these ratios relative to our current
financial position, our projected financial position and peer banks.

Dividends

We strive to pay our stockholders a competitive dividend, while maintaining a conservative payout ratio.
We review our dividend rate quarterly in conjunction with a quarterly review of capital. We have elected to
increase the dividend rate several times in recent years, reflecting our strong capital levels and expectations of
solid capital generation going forward.

Share repurchases

In recent years, we have elected to return a significant amount of excess capital to our stockholders in the
form of share repurchases. Our share repurchase activity has reflected our confidence in our ability to maintain
healthy rates of new capital generation, as well as a surplus of capital beyond our core business and dividend
requirements. While our capital ievels remain strong, the current banking environment is marked by elevated
operating risks and uncertainties. Given the current environment, and consistent with our conservative capital
management philosophy, we do not expect to execute material share repurchases until the operating outlook
improves.

As compared to dividends, share repurchases are highly flexible, allowing management to return excess
capital in times of surplus, or to eliminate repurchases altogether if superior strategic opportunities to deploy
excess capital exist. .
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Regulatory Capital

The following table, which includes assets of discontinued operations, summarizes our risk-based capital,
risk-weighted assets, and risk-based capital ratios.

Minimum

December 31, Regulatory
{Dollars in thousands) 2003 2004 2005 2006 2007 Requirement
Capital Components
Tier 1 capital . ... ........ $ 3,747,884 $ 3817698 $% 4,178,160 $ 4,333865 $ 4,533,763
Tier2capital . ........... 936,189 968,294 876,713 1,509,338 1,590,160
Total risk-based capital . ... .. $ 4684073 § 4,785992 § 5,054,873 § 5843203 % 6,123,923
Risk-weighted assets. . . ... .. $33,133,407 $39,324,859 $45,540,448 $49,904,203 $54,606,527
Quarterly average assets. . . . .. $41,606,828 $47,168,683 $49,789,877 $51,353,681 $54,843,792
Capital Ratios
Total risk-based capital . ... .. 14,14% 12.17% 11.10% 11.71% 11.21% 8.0%
Tier 1 risk-based capital . . . . . . 11.31 9,71 9.17 8.68 8.30 4.0
Leverage ratio™ . ... ...... 9.03 8.09 8.39 8.44 8.27 4.0

) Tier 1 capital divided by quarterly average assets {excluding certain intangible assets).

We and the Bank are subject to various regulations of the federal banking agencies, including minimum
capital requirements. We are both required to maintain minimum ratios of Total and Tier 1 capital to
risk-weighted assets and of Tier 1 capital to quarterly average assets (the Leverage ratio).

The decrease in the Total capital ratio from December 31, 2006 was primarily due to an increase in our
risk-weighted assets stemming from growth in our loan pertfolio and unfunded commitments, partially offset
by an increase in total risk-based capital, which resulted from our net income, less dividends and stock
repurchases. The decrease in the Tier 1 capital ratio was primarily due to the $4.7 billion growth in
risk-weighted assets during 2007. The decrease in our Leverage ratio was primarily due to the increase in our
guarterly average assets resulting from the growth in our loan portfolio.

As of December 31, 2007, the most recent notification from the Office of the Comptroller of the Currency
(OCC) categorized the Bank as "well-capitalized.” This means that the Bank met all regulatory requirements of
“well-capitalized” institutions, which are 10 percent for the Total risk-based capital ratio, & percent for the
Tier 1 risk-based capital ratio and 5 percent for the Leverage ratio.

Quantitative and Qualitative Disclosures About Market Risk

Our exposure to market risk primarily exists in interest rate risk in cur non-trading balance sheet and, to a
much lesser degree, in price risk in our trading pertfolio for our customer-focused trading and sales activities.
The objective of market risk management is to mitigate any undue adverse impact on earnings and capital
arising from changes in interest rates and other market variables and to ensure the Bank has adequate sources
of liquidity. This risk management objective supports our broad objective of enhancing shareholder value,
which encompasses stable earnings growth over time and capital stability. During 2007, the Bank's structure
for governing trading risk was enhanced by expanding the involvement of Executive Management in the
process.

The Board of Directors, through its Finance and Capital Committee, approves our Asset and Liability
Management, Investment and Derivatives Policy (ALM Policy), which governs the management of market risk
and guides our investment, derivatives and trading activities. The ALM Policy establishes the Bank's risk
tolerance guidelines by outlining standards for measuring market risk, creates Board-level limits for specific
market risks, establishes guidelines for reporting market risk and requires independent review and oversight of
market risk activities.
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In an effort to ensure that the Bank has an effective process to identify, measure, monitor and manage
market risk, the ALM Policy requires the Bank to establish an Asset Liability Management Committee (ALCO),
which is comprised of the members of the CEQ Forum and the Treasurer. ALCO provides the broad and
strategic guidance of market risk management by formulating high-level strategies for market risk management
and defining the risk/return direction for the Bank, and by approving the investment, derivatives and trading
policies that govern the Bank’s activities. ALCO is also responsible for the angoing management of market risk
and approves specific risk management programs, including those related to interest rate hedging, investment
securities, wholesale funding and trading activities.

The Treasurer is primarily responsible for the implementation of risk management strategies approved by
ALCO and for operational management of market risk through the funding, investment and derivatives hedging
activities of Corporate Treasury. The managers of the Global Markets Division and the Capital Markets Division
are responsible for operational management of price risk through the trading activities conducted in their
respective divisions. The Market Risk Monitoring (MRM) unit is responsible for the monitoring of market risk
and MRM functions independently of all operating and management units.

We have separate and distinct methods for managing the market risk associated with our asset and
liability management activities and our trading activities, as described below.

Interest Rate Risk Management (Cther Than Trading)

ALCO monitors interest rate risk monthly through a variety of modeling techniques that are used to
quantify the sensitivity of Net Interest Income (NIl) and of Economic Value of Equity {EVE) to changes in
interest rates. As directed by ALCO, and in consideration of the importance of our demand deposit accounts as
a funding source, NIl is adjusted in the policy risk measure to incorporate the effect of certain noninterest
income and expense items related to these deposits that are nevertheless sensitive to changes in interest rates.
NIl, so adjusted, is termed Economic NII. In managing interest rate risk, ALCO monitors NIl sensitivity on both
an adjusted (“Economic”) and an unadjusted (“Accounting”) basis over various time horizons and in response
to a variety of interest rate changes.

Our NIl policy measure involves a simulation of “Earnings-at-Risk” (EaR) in which we estimate the impact
that gradual, ramped-on parallel shifts in the yield curve would have on earnings over a 12-month horizon,
given our projected balance sheet profile. We measure and monitor our interest rate risk profile using two
calculations of EaR: Accounting Nli-at-Risk and Economic Nli-at-Risk, the latter adjusted for the noninterest
items described above. Under the policy limits, the negative change in simulated Economic NIl in either the up
or down 200 basis point shock scenarios may not, except on a temporary basis, exceed 4 percent of Economic
NIl as measured in the no interest rate change base case scenatio.

Our EaR simulations use a 12-month projected balance sheet in order to model the impact of interest rate
changes. Assumptions are made to model the future behavior of deposit rates and loan spreads based on
statistical analysis, management's outlook, and historical experience. The prepayment risks related to
residential loans and mortgage-backed securities are measured using industry estimates of prepayment
speeds.

During 2007, our interest rate risk profile remained neutral to slightly liability sensitive primarily as a
result of trends in our unhedged, core balance sheet including wholesale funding replacing declining core
deposit balances and to a lesser degree from hedge programs executed during the year. During 2007, we
added $2.9 billion of new floor hedges to reduce our downside asset-sensitivity (see discussion of “ALM
Derivatives" below).

At December 31, 2007, Nil sensitivity was slightly liability sensitive to parailel rate shifts. A + 200 basis
point parailel shift would reduce 12-month Economic NIl by 0.93 percent, while a similar downward shift
would increase it by 1.87 percent. During the fourth quarter of 2007, ALCO approved certain enhancements
to the existing deposit rate model for business demand deposit accounts. These enhancements increased the
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stability of the Economic NII model and slightly reduced the liability sensitivity of the Economic NIl risk profile
of the Bank. We caution that ongoing enhancements to our interest rate risk modeling may make prior-year
comparisons of Economic NIl less meaningful. Economic NIl adjusts our reported NII for the effect of certain
noninterest bearing deposit related fee and expense items. Those adjustment items are innately liability
sensitive, meaning that reported NIl is less liability sensitive than Economic Nil.

Economic NII

December 31, December 31,
{Dollars in millions} 2006 2007
+200 basis points . ... e $ (7.00 $(17.4)
as a percentage of basecase NIl . ... . ... . ... ... . .. .. ... .. . ... (0.37Y% (0.93)%
=200 basis points . .. .. ... e $20.5 $ 352
asapercentage of basecase NIl . .. ... ... ... .. ... ... ... ... .... 1.09% 1.87%

The above table is presented on a continuing operations basis, with all assets and liabilities associated
with the disposal of the international correspondent banking business eliminated for December 31, 2006 and
2007 and with all assets and liabilities associated with the disposal of the retirement recordkeeping business
eliminated for December 31, 2007. We believe that this approach provides the best representation of our risk
profiles.

In the case of non-parallel yield curve changes, our Economic Nil is liability sensitive to changes in
short-term rates (with long-term rates held constant) and asset sensitive to changes in long-term rates {with
short-term rates held constant). In other words, our Economic NIl will benefit from curve steepening with short
rates dropping and will contract from the curve further inverting with long rates dropping.

fn addition to EaR, we measure the sensitivity of EVE to interest rate shocks. EVE-at-Risk is reviewed and
monitored for its compliance with ALCO guidelines. Qur EVE-at-Risk at December 31, 2007, reflects a higher
risk exposure to rising rates than December 31, 2006, Additionally, our EVE-at-Risk shows a moderate risk
exposure to rising rates compared to a minimal risk exposure to falling rates.

We believe that, together, our NIl and EVE simulations provide management with a reasonably
comprehensive view of the sensitivity of our operating results and value profile to changes in interest rates, at
least over the measurement horizon. However, as with any financial model, the underlying assumgptions are
inherently uncertain and subject to refinement as modeling techniques and theory improve and historical data
becomes more readily accessible. Consequently, our simulation models cannot predict with certainty how
rising or falling interest rates might impact net interest income. Actual and simulated results will differ to the
extent there are variances between actual and assumed interest rate changes, balance sheet volumes and
management strategies, among other factors. Key underlying assumptions include prepayment speeds on
mortgage-related assets, changes in market conditions, loan volume and pricing, deposit volume and price
sensitivity, customer preferences and cash flows and maturities of derivative financial instruments.

ALM Activities

During 2007, our unhedged, core balance sheet became less asset sensitive compared to 2006. The
change in the risk profile of the core balance sheet resulted primarily from a decline in core deposit balances
and increased asset growth funded by proportionatly more short-term wholesale liabilities. At December 31,
2007, the core balance sheet continues to be asset sensitive meaning that the current mix of assets reprices
faster than our current mix of liabilities. In managing the interest rate sensitivity of our balance sheet, we use
the ALM investment securities portfolio and derivatives positions as the primary tools to adjust our interest rate
risk profile, if necessary. During 2007, we reinvested proceeds from maturing ALM securities into securities
with like terms and asset allocation. New derivative hedges were atso added during the year as described
below.
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ALM Securities

At both December 31, 2006 and 2007, our available for sale securities portfolio included $6.6 billion of
securities for ALM purposes. At December 31, 2007, approximately $4.3 billion of the portfolio was pledged
to secure trust and public deposits and for other purposes as required or permitted by law. During 2007, we
purchased approximately $1.7 billion par value of securities, while approximately $1.8 billion par value of
ALM securities matured or were called.

The composition of the portfolio is expected to remain relatively stable in 2008. Based on current
prepayment projections, the estimated ALM portfolio effective duration was 1.9 at December 31, 2007,
compared to 2.1 at December 31, 2006. Effective duration is a measure of price sensitivity of a bond portfolio
to immediate parallel shifts in interest rates. An effective duration of 1.9 suggests an expected price change of
approximately minus 1.9 percent for an immediate 1.0 percent parallel increase in interest rates.

ALM Derivatives

During 2007, the ALM derivatives portfolio increased by a net $1 billion notional amount, as $2.9 billion
of notional amount of LIBOR floor contracts were purchased to maintain the downside neutral to liability
sensitivity of our overall risk position, offset by maturities of $1.7 billion notional amount of receive fixed
interest rate swaps and $200 miilion notional amount in LIBOR floors.

The fair value of the ALM derivative contracts increased as the value of our receive fixed interest rate
swaps and floor option contracts increased with the Federal Reserve Board's interest rate reductions in 2007,
the expectation of lower future interest rates and higher volatility in interest rates. For additional discussion of
derivative instruments and our hedging strategies, see Note 19 to our Consolidated Financial Statements
included in this Annual Report.

The following table provides the notional value and the fair value of our ALM derivatives portfolio as of
December 31, 2005, 2006 and 2007.

P e Dotet
{Dollars in thousands) 2005 2006 2007 to December 31, 2007
Total gross notional amount of
positions held for purposes other
than trading: . ............ $7,550,000 $8,250,000 $9,250,000 $1,000,000
Of which, interest rate swaps
pay fixed rates of interest; . . . — -— — —

Fair value of positions held for
purposes other than trading:

Gross positive fair value . . .. .. h,721 44 720 148,036 103,316
Gross negative fair value . . . . . . 55,943 37,682 2,015 {35,667)

Positive {Negative) Fair value
of positions, net .. ...... $ (50,222) % 7,038 $ 146,021 $ 138,983

Trading Activities

We enter into trading account activities primarily as a financial intermediary for customers and, to a minor
extent, for our own account. By acting as a financial intermediary, we are able to provide our customers with
access to a range of products from the securities, foreign exchange and derivatives markets. In acting for our
own account, we may take positions in certain securities and foreign exchange instruments, subject to various
limits in amount, tenor and other respects, with the objective of generating trading profits.
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We believe that the risks associated with these positions are conservatively managed. We utilize a
combination of position limits and stop-loss limits, applied at an aggregated level and to various
sub-components within those limits. MRM compiles daily reports for broad distribution on positions and
realized and unrealized gains or losses. Summary versions of these reports go to senior management on a daily
or weekly basis and to the Market Risk Committee on a maonthly basis. Positions are controlled and reported
both in notional and Value-at-Risk (VaR) terms. Our calculation of VaR estimates how high the loss in fair value
might be, at a 99 percent confidence level, due to an adverse shift in market prices over a period of ten
business days. VaR at the trading activity level is managed within limits well below the maximum limit
established by Board policy for total trading positions at 0.5 percent of stockholders’ equity. The VaR model
incorporates assumptions on key parameters, including holding period and historical volatility.

The following table sets forth the average, high and low VaR for cur trading activities for the years ended
December 31, 2006 and 2007. The decline in the Foreign Exchange VaR is primarily due to the complete
repatriation of holdings of Japanese Yen and Korean Won from the liquidation of our foreign offices in 2007.
The repatriation of the Taiwanese Dollar is expected to be completed in second quarter 2008. For the year
ended December 31, 2007, the holding of Taiwanese Dallars is not related to the trading activities and is
excluded from the reported VaR.

December 31, 2006 December 31, 2007
Average High Low Average High Low
{Dollars in thousands) VaR VaR VaR VaR VaR VaR
Foreign exchange. . . .................. $3,590 $6,774 $ 93 %248 % 706 $ 79
Securities . . ... ... . ... e, 528 986 209 578 1,161 112

Consistent with our business strategy of focusing on the sale of capital markets products to customers, we
manage our trading risk exposures at relatively low levels. Our foreign exchange business continues to derive
the majority of its revenue from customer-related transactions. We take interbank trading positions only on a
limited basis and we do not take any large or long-term strategic positions in the market for our own portfolio.
Similarly, we continue to generate most of our securities trading income from customer-related transactions.

As of December 31, 2007, we had $12.6 billion notional amount of interest rate derivative contracts,
which included $6.3 billion notional amount of derivative contracts entered into as an accommodation for
customers. We act as an intermediary and entered into $6.3 billion notional amount of offsetting contracts
with major dealers, at a credit spread, thus neutralizing substantially all of the related market risk on our
customer accommadation transactions.

We market energy derivative contracts to existing energy industry customers, primarily oil and gas
producers, in order to meet their hedging needs. All transactions are fully matched to remove our exposure to
market risk, with income earned on the credit spread. As of December 31, 2007, we had $2.9 billion notional
amount of energy derivative contracts with half of these energy derivative contacts entered into as an
accommodation for customers and the remaining half entered into as matching contracts to remove our
exposure to market risk on our customer accommodation transactions.

Liquidity Risk

Liquidity risk is the undue risk to the Bank’s earnings and capital, which would result from the Bank's
inability 1o meet its obligations as they come due without incurring unacceptable costs. The management of
liquidity risk is governed by the ALM Policy under the oversight of ALCQ. Liquidity is managed using a total
halance sheet perspective that analyzes both funding capacity available through increased liabilities and
liquidation of assets relative to projected demands for liquidity. The primary sources of liquidity are core
deposits, asset liquidation, including securities sold under repurchase agreements and wholesale funding,
which includes funds raised from interbank and other sources, both domestic and offshore. The Treasurer is

responsible for operational management of liquidity through the funding and investment functions of Carporate
Treasury. ALCO also maintains a Liquidity Contingency Plan, that identifies actions to be taken to ensure
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adequate liquidity if an event should occur that disrupts or adversely affects the Bank's normal funding
activities.

Core deposits provide us with a sizable source of relatively stable and low-cost funds. Qur $32.7 billion in
average core deposits, which includes demand deposits, money market demand accounts, savings and
consumer time deposits, combined with average common stockholders’ equity, funded 69.6 percent of
average total assets of $53.6 billion in 2007, Most of the remaining funding was provided by short-term
borrowings in the form of certificates of deposit, large time deposits, federal funds purchased, securities sold
under repurchase agreements, commercial paper and other borrowings.

Qur securities portfolio provides additional enhancement to our liquidity position, which may be created
through either securities sales or repurchase agreements. At December 31, 2007, we could have sold or
transferred under repurchase agreements approximately $2.5 billion of our available for sale securities.
Liquidity may also be provided by the sale or maturity of other assets such as interest-bearing depaosits in
banks, federal funds sold and trading account securities. The aggregate balance of these assets averaged
$0.9 billion in 2007. Additional liquidity may be provided through loan maturities and sales.

On March 23, 2007, the Bank issued $750 million of two-year floating rate senior notes under the
$4 billion Bank Note Program initiated in 2006. Combined with the $700 million, ten-year, fixed rate
subordinated note issuance in 2006, the remaining available funding from the Bank Note Program is
$2.6 billion. We do not have firm commitments in place to sell securities under this program. In the third
quarter 2007, the Bank pledged collateral to establish borrowing capacity with the Federal Home Loan Bank
of San Francisco. As of December 31, 2007, the Bank had total borrowing capacity of $4.4 billion with.
$0.9 billion borrowed, leaving available borrowing capacity of $3.5 billion.

In addition to the funding provided by our bank subsidiary, we raise funds at the holding company level.
UnionBanCal Corporaticn has in place a shelf registration with the Securities and Exchange Commission (SEC)
permitting ready access to the public debt markets. As of December 31, 2007, $600 million of debt or other
securities were available for issuance under this shelf registration. These sources, in addition to our core
deposit and equity capital, provide a stable funding base, although we do not have firm commitments in place
to sell securities under the note program or the shelf registration. Management does not rely on any one source
of liquidity and manages availability in response to changing balance sheet needs. The costs and ability to raise
funds are directly impacted by our credit ratings. The following table provides our credit ratings as of
December 31, 2007.

Union Bank of  UnionBanCal
California, N.A. Corporation

Standard & Poor's . .. ... ... L Long-term A+ A
Short-term A-1 A-1
Moody's . ... Long-term Aa3 —
Short-term P-1 —
Fitch . . Long-term A+ A+
Short-term F1 F1
DBRS .. ... .. e Long-term A (high) A
Short-term R-1 {middle} R-1 {low)
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Off-Balance Sheet Arrangements and Aggregate Contractual Obligations and Commitments

Off-balance sheet arrangements are any contractual arrangement to which an unconsolidated entity is a
party, under which we have: (1) any obligation under a guarantee contract; (2) a retained or contingent interest
in assets transferred to an unconsolidated entity or similar arrangement that serves as credit, liquidity or
market risk support to that entity for such assets; (3) any obligation under certain derivative instruments; or
(4) any obligation under a material variable interest held by us in an unconsolidated entity that provides
financing, liquidity, market risk or credit risk support to us, or engages in leasing, hedging or research and
development services with us,

QOur most significant off-balance sheet arrangements are limited to obligations under guarantee contracts
such as financial and performance standby letters of credit for our credit customers, commercial letters of
credit, unfunded commitments to lend, commitments to sell mortgage loans and commitments to fund
investments in various CRA related investments and venture capital investments. To a lesser extent, we enter
into contractual guarantees of agented sales of low income housing tax credit investments that require us to
perform under those guarantees if there are breaches of performance of the underlying income-producing
properties. As part of our leasing activities, we may be lessor to special purpose entities to which we provide
financing for large equipment leasing projects.

It is our belief that none of these arrangements expose us to any greater risk of loss than is already
reflected on our balance sheet. We do not have any off-balance sheet arrangements in which we have any
retained or contingent interest (as we do not transfer or sell our assets to entities in which we have a continuing
involvement), any exposure to derivative instruments that are indexed to our stock, nor any variable interests in
any unconsolidated entity to which we may be a party, except for those leasing arrangements described
previously. :

The following table presents, as of December 31, 2007, our significant and determinable contractual
obligations by payment date, except for obligations under our pension and postretirement plans, which are
included in Note 9 to our Consolidated Financial Statements included in this Annual Report, and accrued
interest payable, which is not significant. The payment amounts represent those amounts contractually due to
the recipient and do not include any unamortized premiums or discounts, hedge basis adjustment ar other
similar carrying value adjustments. Contractual obligations presented in the following table do not include
$137.6 million of unrecognized income tax benefits in accordance with FIN 48. Of this amount, $54.5 million
has been paid in prior years. At this time it is highly uncertain whether and when we would be required to pay
the remaining $83.1 mitlion of unrecognized tax benefits.

December 31, 2007

Dver Over
One Year Three Years
One Year through through Qver Five
(Dollars in thousands) or less Three Years Five Years Years Total
Time deposits .. ............ $11,966,183 $ 245,614 $ 69,830 % 2,413 $12,284,100
Medium- and long-term debt . . . . —_ 750,000 — 1,100,000 1,850,000
Junior subordinated debt payable
to subsidiary grantor trust. . . . . — — — 13,000 13,000
Operating leases (premises) . . . . . 58,474 105,734 68,428 91,611 324,247
Purchase obligations . . . . ... ... 32,144 4,860 — — 37,004
Total debt and operating
leases. . ............. $12,056,801 $1,106,208 $138,318 $1,207,024 $14,508,351

Purchase obligations include any legally binding contractual obligations that require us to spend more
than $1,000,000 annually under the contract. Payments are shown through the date of contract termination,
Purchase obligations in the table above include purchases of hardware, software licenses and printing. For
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information regarding our sources of liquidity to meet these obligations, see “Liquidity Risk" in the preceding
section.

The following table presents our significant commitments to fund as of December 31, 2006 and 2007.

December 31,

{Dollars in thousands) 2006 2007

Commitments toextend credit . . .. ...... ... ... ... .. .. ... ... $22,575,317 $23,385,514
Standby letters of credit . . . ... ... ... .. ... . .. . 3,574,934 3,673,553
Commercial lettersof credit . .. .. ... . ... .. ... . ... .. . . ... 59,254 71,745
Risk participations in bankers’ acceptances .. ................. 26,675 33,550
Commitments to fund principal investments . . .. ............... 87,413 102,689
Commitments to fund low-income housing credit (LIHC) investments . . 162,868 140,650

Commitments to extend credit are legally binding agreements to lend to a customer provided there are no
violations of any condition established in the contract. Cormmitments have fixed expiration dates or other
termination clauses and may require maintenance of compensatory balances. Since many of the commitments
to extend credit may expire without being drawn upon, the total commitment amounts do not necessarily
represent future cash flow requirements,

Standby and commercial letters of credit are conditional commitments issued to guarantee the
performance of a customer to a third party. Standby letters of credit generally are contingent upon the failure of
the customer to perform according to the terms of the underlying contract with the third party, while
commercial letters of credit are issued specifically to facilitate foreign or domestic trade transactions.
Additionally, we enter into risk participations in bankers’ acceptances, receiving a fee to guarantee a portion of
the credit risk on an acceptance of another bank. The majority of these types of commitments have terms of
one year or less. At December 31, 2007, the carrying value of our risk participations in bankers’ acceptances
and our standby and commercial letters of credit totaled $6.3 million. Exposure to loss related to these
commitments is covered by the allowance for losses on off-balance sheet commitments. The carrying value of
the standby and commercial letters of credit and the allowance for losses on off-balance sheet commitments
are included in other liabilities on the consolidated balance sheet.

The credit risk involved in issuing loan commitments and standby and commercial letters of credit is
essentially the same as that involved in extending loans to customers and is represented by the contractual
amount of these instruments. Collateral may be obtained based on management’s credit assessment of the
customer.

Principal investments include direct investments in private and public companies and indirect
investments in private equity funds. We issue commitments to provide equity and mezzanine capital financing
to private and public companies through either direct investments in specific companies or through investment
funds and partnerships. The timing of future cash requirements to fund such commitments is generally
dependent on the investment cycle. This cycle, the period over which privately-held companies are funded by
private equity investors and ultimately sold, merged or taken public through an initial offering, can vary based
on overall market conditions as well as the nature and type of industry in which the companies operate.

We invest in either guaranteed or unguaranteed LIHC investments. The guaranteed LIHC investments
carry a minimum rate of return guarantee by a creditworthy entity. The unguaranteed LIHC investments carry
partial guarantees that include the timely completion of projects, availability of tax credits and operating deficit
thresholds from the issuer. For these LIHC investments, we have committed to provide additional funding as
stipulated by our investment participation.

We are fund manager for limited liability companies issuing LIHC investments. LIHC investments provide
tax benefits to investors in the form of tax deductions from operating losses and tax credits. To facilitate the sale
of these LIHC investments, we guarantee a minimum rate of return throughout the investment term of over an
eleven-year weighted average period. Additionally, we receive guarantees which include the timely completion
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of projects, availability of tax credits and operating deficit thresholds from the limited liability partnerships/
corporations issuing the LIHC investments that reduce our ultimate exposure to loss. Qur maximum exposure
to loss under these guarantees is limited to a return of investor capital and minimum investment yield, which
was, $163.7 million as of December 31, 2007. We maintained a reserve of $6.5 million for these guarantees.

We have guarantees that obligate us to perform if our affiliates are unable to discharge their obligations.
These obligations include guarantees of commercial paper obligations and leveraged lease transactions. The
guarantee issued by Union Bank of California, for an affiliate’s commercial paper program is done in order to
facilitate the sale of the commercial paper. As of December 31, 2007, we had a maximum exposure to toss
under the commercial paper program guarantee of $1.3 billion. Our guarantee has an average term of less than
nine months and is fully collateralized by a pledged deposit. We guarantee our subsidiaries’ leveraged lease
transactions with terms ranging from fifteen to thirty years. Following the original funding of these leveraged
lease transactions, we have no material obligation to be satisfied. As of December 31, 2007, we had no
exposure to loss for these agreements.

We conduct securities lending transactions for institutional customers as a fully disclosed agent. At times,
securities lending indemnifications are issued to guarantee that a security lending customer will be made
whole in the event the borrower does not return the security subject to the lending agreement and collateral
held is insufficient to cover the market value of the security. All lending transactions are collateralized, primarily
by cash. The amount of securities lent with indemnifications was $2.2 billion and $2.9 billion at
December 31, 2006 and 2007, respectively. The market value of the associated collateral was $2.3 billion
and $3.0 billion at December 31, 2006 and 2007, respectively.

We occasionally enter into financial guarantee contracts where a premium is received from another
financial institution counterparty to guarantee a portion of the credit risk on interest rate swap contracts
entered into between the financial institution and its customer. We become liable to pay the financial
institution only if the financial institution is unable to collect amounts owed to them by their customer. As of
December 31, 2007, the maximum exposure to loss under these contracts totaled $23.9 miilion. At
December 31, 2007, we maintained a reserve of $0.5 million for losses related to these guarantees.

Business Segments

During 2006, we formally reorganized our operating segments by disaggregating the businesses that were
formerly managed and reported under the Community Banking and fnvestment Services Group or the
Commercial Financial Services Group. We believe that this new organizational structure will enhance our focus
on target markets and enterprise wide sales and service. The various operating segments reporting under our
Chief Operating Officer and the Group Head of Pacific Rim Corporate Group have been aggregated into two
reportable business segments entitled “Retail Banking” and “Wholesale Banking' based upon the aggregation
criteria prescribed in SFAS No. 131, “Disclosures about Segments of an Enterprise and Related Information.”

The risk-adjusted return on capital (RAROC) methodology used seeks to attribute economic capital to
business units consistent with the level of risk they assume. These risks are primarily credit, market and
operational. Credit risk is the potential loss in economic value due to the likelihood that the obligor will not
perform as agreed. Market risk is the potential loss in fair value due to changes in interest rates, currency rates
and equity prices. Operaticnal risk is the potential loss due to all other factors, such as failures in internal
control, system failures or external events. RARQC is one of several measures that is used to measure business
unit compensation.

The table that follows reflects the condensed income statements, selected average balance sheet items,
and selected financial ratios, including changes from the prior year, for each of our reportable business
segments. The information presented does not necessarily represent the businesses’ financial condition and
results of cperations as if they were independent entities. In 2006, we changed our reporting to reflect a
“market view’ perspective in measuring our operating segments. The market view is a measurement of our
customer markets aggregated to show all revenues generated and expenses incurred from all products and
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services sold to those customers regardless of where product areas organizationally report. Therefore, revenues
and expenses are included in both the operating segment that provides the service and the operating segment
that manages the customer relationship. The duplicative results from this internal management accounting
view are reflected in “Reconciling ltems.” The market view approach fosters cross-selling with a total
profitabitity view of the products and services being managed. For example, the Securities Trading and Sales
unit within the Global Markets Division is a business unit that manages the fixed income securities activities for
all retail and corporate customers throughout the Bank. This unit retains and also allocates revenues and
expenses to divisions responsible for such retail and commercial customer relationships.

Unlike financial accounting, there is no authoritative body of guidance for management accounting
equivalent to US GAAP. Consequently, reported results are not necessarily comparable with those presented by
other companies.

The RAROC measurement methodology recognizes credit expense for expected losses arising from credit
risk and attributes economic capital related to unexpected losses arising from credit, market and operational
risks. As a result of the methodology used by the RARQC model to calculate expected losses, differences
between the provision for credit losses and credit expense in any one period could be significant.

However, over an economic cycle, the cumulative provision for credit losses and credit expense for
expected losses should be substantially the same. Business unit results are based on an internal management
reporting system used by management to measure the performance of the units and UnionBanCal Corporation
as a whole. Qur management reporting system identifies balance sheet and income statement items for each
business unit based on internal management accounting policies. Net interest income is determined using our
internal funds transfer pricing system, which assigns a cost of funds to assets or a credit for funds to liabilities
and capital, based on their type, maturity or repricing characteristics. Noninterest income and expense directly
or indirectly attributable to a business unit are assigned to that business. The business units are assigned the
costs of products and services directly attributable to their business activity through standard unit cost
accounting based on velume of usage. All other corporate expenses {overhead) are allocated to the business
units based on a predetermined percentage of usage.

The reportable business segment results for the prior periods have been adjusted to reflect changes in the
transfer pricing methodology, the organizational changes that have occurred, our discontinued operations and
the market view contribution. Qur discontinued operations consist of two separate businesses: international
correspondent banking and retirement recordkeeping services. For further detail on discontinued operations,
see Note 2 of our Consolidated Financial Statements in this Annual Report.




Retail Banking

Wholesale Banking

As of and for the Year 2007 vs. 2006 As of and for the Year 2007 vs. 2006
Ended December 31, Increasef{decrease} Ended December 31, Increasefidecrease)
2005 2006 2007 Amount  Percent 2005 2006 2007 Amount  Percent
Results of operations after performance center earnings
{dollars in thousands):
Net interest income (expense) . . .. ... ... .. $ 882,723 § 939954 § 890,358 ${49,596) {(H)% $ 998,052 $1,039,979 970,401 $(69.578) (7Y%
Noninterest income (expensel . . . . . .. .. ... 451,861 83,401 90,813 7,412 2 422,488 407,112 $ 437,312 30,200 7
Totalrevenue . . . . . .. .o 1,334,584 1,423,355 1,381,171 {42,184) 3) 1,420,540 1,447,091 1,407,713 (39,378} 3
Noninterest expense {income} . . . . ... .. ... 847,647 921,033 914,609 (6,424) (1) 631,751 673,582 650,994 (22,588) (3)
Credit expense (income) . . . . ... ... ..... 25,649 25,416 25,233 {183) (D) 106,619 95,332 111,028 15696 16
Income from continuing operations before income
TAXES . o s e e e 461,288 476,906 441,329 {35570 () 682,170 678,177 645,651 (32,486) (5}
income tax expense {income} . . .. ........ 176,443 182,417 168,808 {13,609 (7 232,103 222458 185,130 (27,328} (12}
Income from continuing operations . . . .. . .. .. 284,845 294,489 272,521 {21,968) N 450,067 455,719 450,561 (5,158} (1)
income {loss) from discontinued operations, net of
incometaxes . . ................. — — — — na — — — — na
Netincome (lossy . . . v . v v o o $ 284,845 $ 294,489 § 272,521 HZ21,968) (7) § 450,067 § 455719 § 450,661 % (5.158) m
Average balances (doltars in millions):
Total lmans™ . .. .. Lo $ 14234 % 15683 % 16829 % 1146 7 $ 17,181 § 20014 $ 22,598 § 2,584 13
Totalassets . . . ... ... ... ........ 15,114 16,526 17,642 1,116 7 21,306 24,725 27,454 2,729 11
Total deposits™ . . . . ... Lo L. 19,673 18,862 18,734 {128) {1 18,394 18,451 18,591 140 1
Financial ratios:
Risk adjusted retum on capital . . . . . .. ... .. 51 49% 45% 23% 22% 20%
Return on average assets . . . . . . ... ... .. 1.88% 1.78 1.54 2.11 1.84 1.64
Efficiency ratio® . . . . ... oL L. 63.51 64.71 66.21 44.87 47.61 46,25
Cther Reconciling Items
As of and for the Year 2007 vs, 2006 As of and for the Year
Ended December 31, Increasef{decrease) Ended December 31,
2005 2006 2007 Amount Percent 2005 2006 2007
Results of operations after performance center earnings {dollars in
thousands):
Net interest income {expense) . . . . ... ..o $ (41,981) $(136,931) $(133,227) $ 3,704 3% % (32200 % (96600 $ (8,880
Noninterest income (expense) . . . .. . ... ... ... .. ..., (47,973) 13,810 19,023 5,213 38 (66,759) {73,3B0) (78,848)
Total revenue . . . . ... L. (89,854) (123,121} (114,204) 8,917 7 (69,979)  (83,040) (87,726)
Noninterest expense {incame) . . . . .. . .. ..o 110,400 87,481 126,294 38,813 44 (37,715} {44,247) (48,452)
Credit expense (inCOME) . . . . . . . . . . v v ittt (182,719) (125,653} (55,163) 70,490 56 (232) {95) {98)
tncome from continuing operations before income taxes . . . . . . . . . (17,635) (84,949} (185335 (100,386) nm (32,032 {38,698) (39,136)
income tax expense {incomel . . . ... ... L. (37,2200 (119,952} {56,285) £3,667 nm (12,252) (14,802) (14,970)
Income from continuing operations . . . . . . . .. ... ... L., 19,585 35,003 (129,050)  (164,053) nm (19,780)  (23,896) (24,166)
fncome {ioss) from discontinued operations, net of income taxes 128,216 (8.319) 38,22 46,547 nm — — —
MNetincome (Joss} . . . .. ... ... . ... ... $ 147,801 $ 26,684 % (90,822) $(117,506) nm (19,7801 $(23,886) (24,166)
Average balances {dollars in millions):
Total loans™ . . . L Lo $ 58 ¢ 27 3% 19 % 8y (30 20 {20) {22)
Tolal @ssels . . . . . . .. e e 11,200 8,752 8,518 (234) (3) (26) (24} {25)
Total deposits™ . . . . L L L e 1,782 3,264 5,552 2,288 70 (456) {517 (691)
Financial ratios:
Risk adjusted return on capital na na na
Relurn on average assets . . . . . . na na na
Efficiency ratio? . . .. .. na na na
UnionBanCal
Corporation
As of and for the Year 2007 vs. 2006
Ended December 31, Increase/(decrease)
2005 2006 2007 Amount Percent
Resuits of cperations after parformance center earnings {dollars in thousands):
Met interest income {expense) . . . . . . . . . L L L e e e e e $1,835,574  $1,833,342 $1,718,652  $(114,690) 6%
Noninterest income (BXPENSE) . . . . . . . . L L L e e e e e e 59,617 30,943 68,302 37,359 4
Tota) MVBALIE . . . . . L . L L e e e e e e e e e e e e e 2,595,191 2,664,285 2,586,954 (77.,331) {3)
Noninterest expense {income) . . . .« . . . L L e 1,552,083 1,637,849 1,643,405 5,556 0
Credil expense [INCOMEY - . . .« . 0 o v o iy e e e e e e e e e {50,683) {5,000) 81,000 86,000 nm
Income from continuing operations before income taxes . . . . . ... Lo Lo 1,093,791 1,031,436 862,549 (168,887) (16)
Income tax expense (iNCome) . . . . . . . .o o e e e e 359,074 270,121 292,683 22,562 8
Income from continuing operations . . . . . . . ... ... L. .o e e e 734717 761,315 569,866 (191,449) {25)
tncome {loss) from discontinued operations, net of incometaxes . . . . . ... ... ... ... 128,216 {8,319) 38,228 46,547 nm
Netincome {loss) . . . . . . . . . L L e e e $ 862,933 § 752,996 % 608,094  $(144,902) (19
Total toans'™ . . . L e e e e $ 31453 $ 35704 $ 39424 $ 3,720 10
Total assets . . . . L e e e e 47,594 49,979 53,589 3,610 7
Total depasits'™ . . L L L L e e e e e 39,393 40,000 42,186 2,186 5
Financial ratigs:
Risk adjusted return on capital na na na
Return on average assets . . . . 1.54% 1.52% 1.06
Efficiency ratio®! . . . L L e e e e 59.77 62.09 62.95

ar
@

Represents loans and depaosits for each business segment after allocation between the segments of loans and deposits criginated in one segment but managed by another segment.

The efficiency ratio is noninterest expense, excluding foreclosed asset expense {income) and the provision for losses on off-balance sheet commitments, as a percentage of net interest
income and noninterest income.

na = not applicable
nm = not meaningiul
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Retail Banking

Retail Banking provides financial products including credit, deposit, trust, investment management and
risk management delivered through our branches, relationship managers, private bankers and trust
administrators, to individuals, small businesses and institutional clients. Retail banking is focused on
executing a segment based strategy that will identify targeted opportunities within the consumer and small
business markets, and develop product, marketing and sales strategies to attract new customers in these
identified target markets. While the primary focus of Retail Banking's segment based strategy is deposit
growth, an additional focus continues to be consumer and small business loan generation.

During 2007, net income of Retail Banking decreased by 7 percent, compared to 2006, reflecting lower
net interest income of 5 percent during 2007, compared to 2006, primarily due to lower noninterest bearing
deposits and higher market rates on interest-bearing liabilities used to fund a 7 percent growth in total assets.

Asset growth for 2007 was primarily driven by a 9 percent growth in average residential mortgage loans.
Additionally, the focus on home equity loans and more effective cross-selling efforts have resulted in an overall
growth in consumer loans.

Average deposits were essentially flat in 2007, compared to 2006, primarily from increased competition
for interest bearing deposits. Retail Banking's strategy continues to focus on attracting consumer and smail
business deposits through marketing activities, increasing customer cross-sell, rejationship management,
increasing and improving sales resources, establishing new locations and new products. We expect that a
larger branch network, along with this Retail Banking strategy, will improve growth prospects when combined
with more robust efforts in the telephone and internet channels.

Noninterest income for 2007 increased 2 percent, compared to 2006. This increase was primarily due to
growth in trust fees, partially offset by a decrease in deposit fees. Noninterest expenses were essentially flat in
2007 compared to 2006,

Retail Banking is comprised of the following major divisions: Retail Banking Branches, Consumer Asset
Management, Wealth Management and institutional Services and Asset Management.

* Retail Banking Branches serves its customers through 326 full-service branches in California,
4 full-service branches in Oregon and Washington and 2 internaticnal offices. We own property
occupied by 116 of the domestic offices and lease the remaining properties for periods of five to twenty
years. Customers may also access our services 24 hours-a-day by telephone or through our website at
www.unionbank.com. In addition, the branches offer automated teller and point-of-sale merchant
services.

Retail Banking Branches is organized geographically. We serve our customers in the following ways:

— through conveniently located banking branches, which serve consumers and businesses with
checking and deposit services, as well as various types of consumer financing and investment
Services;

— through our internet banking services, which augment our physical delivery channels by
providing an array of customer transaction, bill payment and loan payment services;

— through business banking centers, which serve small businesses; and
— through in-store branches.

* Consumer Asset Management provides the centralized origination, underwriting, processing, servicing,
collection and administration for consumer assets including residential mortgages.

Through alliances with other financial institutions, Consumer Asset Management offers additional
products and services, such as credit cards and merchant bank cards.
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Our Retail Banking Branches and Consumer Asset Management divisions compete with larger banks by
attempting to provide service quality superior to that of our major competitors. The primary means of
competing with community banks include our branch network and our technology to deliver banking services.
We also offer convenient banking hours to consumers through our drive-through banking locations and
selected branches that are open seven days a week.

These divisions compete with a number of commercial banks, internet banks, savings associations and
credit unions, as well as more specialized financial service providers such as investment brokerage companies,
consumer finance companies, and residential real estate lenders.

+ Wealth Management provides comprehensive private banking services to our affluent clientele. The
Private Bank focuses primarily on delivering financial services to high net worth individuals with
sophisticated financial needs as well as to professional service firms. Specific products and services
include trust and estate services, investment account management services, and deposit and credit
praducts. A key strategy of the Private Bank is to expand its business by leveraging existing Bank client
relationships. Through 15 existing locations, Private Bank relationship managers offer all of our
available products and services.

« Institutional Services and Asset Management provides investment management and administration
services for a broad range of individuals and institutions.

— HighMark Capital Management, Inc., a registered investment advisor, provides investment
management and advisory services to institutional clients as well as investment advisory,
administration and support services to our proprietary mutual funds, the affiliated HighMark
Funds. It also provides investment management services to Union Bank of California with
respect to most of its trust and agency clients, including corporations, pension funds and
individuals. HighMark Capital Management, Inc.'s strategy is to broaden its client base and to
increase the assets of the HighMark Funds.

— Institutional Services provides custody, corporate trust, and retirement plan services. Custody
Services provides both domestic and international safekeeping/settlement services in addition to
securities lending. Corporate Trust acts as trustee for corporate and municipal debt issues, and
provides escrow services and trustee services for project finance. Institutional Services provides
defined benefit services, including trustee services and investment management. The client
base of Institutional Services includes financial institutions, corporations, government agencies,
unions, insurance companies, mutual funds, investment managers and non-profit
organizations. Institutional Services’ strategy is to continue to leverage and expand its position in
our target markets.

Wholesale Banking

Wholesale Banking offers financing, depository, cash management and insurance services to middle
market and large corporate businesses primarily headgquartered in the western U.S. Wholesale Banking
continues to focus on specific geographic markets and industry segments such as energy, entertainment and
real estate. Relationship managers provide credit services, including commercial loans, accounts receivable
and inventory financing, project financing, lease financing, trade financing and real estate financing. In
addition to credit services, Wholesale Banking offers cash management services delivered through deposit
managers with significant industry expertise and experience in cash management solutions for businesses,
U.S. correspondent banks and government entities, as well as investment and risk management products.

During 2007, net income of Wholesale Banking decreased by 1 percent, compared to 2006, due to lower
net interest income, offset by higher noninterest income and lower noninterest expense. Net interest income
decreased by 7 percent during 2007, compared to the same period in 2006, primarily due to lower noninterest
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bearing deposits and higher market rates on interest-hearing liabilities used to fund an 11 percent growth in
total assets.

During 2007, average loans increased by 13 percent compared to 2006. This increase was primarily due
to increased commercial loan demand in the oil and gas and national corporate segments, as well as the
California middle market.

Neninterest income increased by 7 percent in 2007 compared to 20086, primarily due to higher gains on
private capital investments and higher trading income, partially offset by lower deposit fees. The decrease in
noninterest expense in 2007 compared to 2006 was primarily due to lower billing expense due to our title and
escrow customers.

Wholesale Banking initiatives continue to include expanding deposit activities and loan strategies that
include originating, underwriting and syndicating loans in core competency markets, such as the California
middle-market, corporate banking, commercial real estate, energy, equipment feasing and commercial
finance. Commercial Deposit and Treasury Management Division provides processing services, including
services such as Automated Clearing House (ACH), check processing and cash vault services,

Wholesale Banking is comprised of the following main divisions:

= the Commercial Banking Division, which serves California middie-market and large corporate
companies with commercial lending, trade financing and asset-based loans;

» the Real Estate Industries Division, which provides real estate lending products such as construction
toans, commercial mortgages and bridge financing;

= the Energy Capital Services Division, which provides corporate financing and project financing to oil
and gas companies, as well as power and utility companies, naticnwide;

* the Equipment Leasing Division, which provides lease financing services to corporate customers
nationwide;

 the National Banking Division, which provides financing, deposits and traditional banking services to
corporate clients in defined industries, nationwide;

» the Commercial Deposit and Treasury Management Division, which provides deposit and cash
management expertise to middle-market and large corporate clients, government agencies and
specialized industries. This division also manages Union Bank of California’s web strategies for retail,
smalt business, wealth management and commercial clients, as well as commercial product
development;

* the Capital Markets Division, which provides financing to middie-market and large corporate clients in
their defined industries and geographic markets, together with limited merchant and investment
banking related products and services;

» Global Markets, which serves our customers with their insurance, foreign exchange and interest rate
risk management and investment needs. The Global Markets Division offers energy derivative
contracts, on a limited basis, to serve our energy sector client base. The division takes market risk when
buying and selling securities and foreign exchange contracts for its own account, but takes no market
risk when providing insurance or derivative contracts, since the market risk for these products Is offset
with third parties. The division also includes UnionBanc Investment Services LLC, which is a subsidiary
of Union Bank of Califarnia;

* Insurance Services, which provides products sold through UnionBanc Insurance Services, Inc., the
insurance agency subsidiary of UBOC Insurance, Inc. UBOC Insurance, Inc. is a subsidiary of Union
Bank of California; and




e Pacific Rim Corporate Group, which offers a range of credit, deposit, and investment management
products and services to companies in the U.S., which are affiliated with companies headquartered in
Japan.

The main strategy of our Wholesale Banking business units is to target industries and companies for
which we can reasonably expect to be one of a customer’s primary banks. Consistent with this strategy,
Wholesale Banking business units attempt to serve a large part of the targeted customers' credit and
depository needs. The Wholesale Banking business units compete with other banks primarily on the basis of
the quality of our relationship managers, the level of industry expertise, the delivery of quality customer
service, and our reputation as a "business bank."” We also compete with a variety of other financial services
companies as well as non-bank companies. Competitors include other major California banks, as well as
regional, national and international banks. In addition, we compete with investment banks, commercial
finance companies, leasing companies and insurance companies.

Other

Net income decreased by $117.5 millicn in 2007 over the same period in 2006 primarily due to higher
credit expenses related to our loan loss provision in 2007 compared to 2006 and higher noninterest expenses.

“Other” includes the following items:

= the funds transfer pricing results for our entire company, which allocates to the other business segments
their cost of funds on all asset categories and credit for funds on all liability categories;

+» Corporate Treasury, which is responsible for our ALM, wholesale funding and the ALM Investment and
derivatives hedging portfolios. These treasury management activities are carried out to counter-balance
the residual risk positions of our balance sheet and to manage those risks within the guidelines
established by ALCO. (For additional discussion regarding these risk management activities, see
“Quantitative and Qualitative Disclosures About Market Risk.");

* the adjustment between the credit expense under RAROC and the provision for credit losses under
US GAAP and earnings associated with unallocated equity capital;

= the residual costs of support groups;

= corporate activities that are not directly attributable to one of the two business segments. Included in
this category are certain other items such as the results of operations of certain non-bank subsidiaries of
UnionBanCal and the elimination of the fully taxable-equivalent basis amount;

» the discontinued operations resulting from the sales of our international correspondent banking and
retirement record keeping businesses; and

« the adjustment between the tax expense calculated under RAROC using a tax rate of 38.25 percent and
our effective tax rates.

The 2007 financial results were impacted by the following factors:

+ net interest income is the result of differences between the net interest income earned by the
consolidated enterprise and transfer pricing results, which include the credit for equity for the
reportable segments under RAROC. Net interest income (expense) increased $3.7 million to
{$133.2) mitlion compared to 2006 primarily due to the net impact of changes in transfer pricing rates
and higher income from the ALM derivatives portfolios as market rates decreased;

+ credit expense (income) of ($55.2) million was due to the difference between the $81 million
allowance for loan lgsses calculated under our US GAAP methodology and the $136.2 million in
expected losses for the reportable business segments, which utilizes the RAROC methodology;

* noninterest income of $19.0 million;
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* noninterest expense of $126.3 million related to residual costs of support groups and corporate
activities not directly related to either of the two business segments. In 2007, we incurred
approximately $10 million in BSA/AML penalties and provided for losses on off-balance sheet
commitments of $9 miliion in the current year compared to a $5 million reversal in the prior year;

* income tax expense (income} of ($56.3) million was due to the difference between the $292.7 million
or a 34 percent effective tax rate for our consolidated results and the actual tax expense calculated for
reportable segments of $349 million using the RAROC effective rate; and

* income from discontinued operations of $38.2 million, which includes the effect of a $21.6 million
payment to the DOJ and the related legal and outside services costs of $1.6 million offset by a
$0.6 million tax benefit, For additional information, see ""Regulatory Matters” below.

The 2006 financial results were impacted by the following factors:

+ net interest income is the result of differences between the net interest income earned by the
consolidated enterprise and transfer pricing results, which include-the credit for equity for the
reportable segments under RARQC. Net interest income (expense) declined $95.0 million to $(136.9)
million compared to 2005 primarily due to the net impact of changes in transfer pricing rates and lower
incomne (higher expenses) from the ALM derivatives portfolios as market rates increased;

« credit expense (income) of $(125.7) million was due to the difference between the $5.0 million
reversal of allowance for loan losses calculated under our US GAAP methodology and the
$120.7 million in expected losses for the reportable business segments, which utilizes the RAROC
methodology;

« noninterest income of $13.8 million;

+ noninterest expense of $87.5 million related to residual costs of support groups and corporate activities
not directly related to either of the two business segments;

* income tax expense (income) of $(120.0) million was due to the difference between the $270.1 million
or a 26 percent effective tax rate for our consolidated results and the actual tax expense calculated for
reportable segments of $390.1 million using the RAROC effective rate; and

* loss from discontinued operations of $8.3 million.

Regulatory Matters

In recent years, a number of banks and bank holding companies have been subject to regulatory actions,
including cease and desist orders, formal written agreements and the assessment of significant civil money
penalties, and criminal sanctions, including the imposition of significant fines, as a result of failures to comply
with the Bank Secrecy Act and other anti-money laundering laws and regulations (BSA/AML).

In October 2004, Union Bank of California International entered into a written agreement with the Federal
Reserve Bank of New York relating to Union Bank of Califernia International’'s BSA/AML controls and
processes. With the liquidation of Union Bank of California International in March 2007, the written
agreement is no longer effective. In March 2005, Union Bank of California entered into a memorandum of
understanding with the Office of the Comptroller of the Currency (OCC), which required Union Bank of
California to strengthen its BSA/AML controls and processes.

Management is committed to resolving these issues raised by the regulators and continues to take actions
it believes to be appropriate to achieve this objective. We have committed significant resources to strengthen
our BSAJAML controls and processes. Among other actions to enhance our controls and procedures, we
engaged independent consultants to provide a comprehensive review of our suspicious activity monitoring and
reporting, acquired new and upgraded our existing compliance systems, added numerous well qualified staff,
enhanced training, and put in place an enhanced internal audit program.
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On September 14, 2007, Union Bank of California entered into a Stipulation and Consent to the Issuance
of a Consent Order, and a Consent Order to a Civil Money Penalty and to Cease and Desist (the Order) with the
OCC. The Order supersedes the March 2005 memorandum of understanding described above. The Order
imposed a civil money penalty of $10 million and requires Union Bank of California to take actions to improve
BSA/AML compliance. On the same day, the U.S. Treasury Department's Financial Crimes Enforcement
Network (FInCEN) executed an Assessment of Civil Money Penalty (the Assessment) in the amount of
$10 million. The Assessment provides that the $10 million penalty is deemed to be satisfied by Union Bank of
California’s payment of the civil money penalty of $10 million to the OCC. On September 17, 2007, Union
Bank of California entered into a Deferred Prosecution Agreement (DPA) with the Department of Justice (DOJ).
Under the DPA, the DOJ has agreed to defer prosecution for past violations of BSA/AML that occurred in Union
Bank of California's now discontinued international banking business, and to dismiss prosecution completely if
Union Bank of California meets the conditions of the Order for one year. In the DPA, Union Bank of California
also agreed to make a payment of $21.6 million to the DOJ, which payment has been made. We are
committed to making all improvements necessary to strengthen Union Bank of California’s Bank Secrecy Act
compliance program and to achieve compliance with the Order and the DPA.

The Bank of Tokyo-Mitsubishi UFJ, Ltd., a wholly-owned subsidiary of Mitsubishi UFJ Financial
Group, Inc., owns a majority of the outstanding shares of our common stock. In December 2006, Mitsubishi
UFJ Financial Group, The Bank of Tokyo-Mitsubishi UFJ and its wholly owned subsidiary, Bank of Tokyo-
Mitsubishi UFJ Trust Company, entered into a series of agreements with the Federal Deposit Insurance
Corporation, the Federal Reserve Bank of San Francisco, the Federal Reserve Bank of New York and the New
York State Banking Department, which require a strengthening of their BSA/AML controls and processes.

Until resolved, these pending regulatory matters, including the Order and the DPA, or any future
regulatory or other government actions concerning BSA/AML controls and processes, may adversely affect
UnionBanCal Corporation's and Union Bank of California’s ability to obtain regulatory approvals for future
initiatives, including acquisitions. Also, any future actions relating to noncompliance or repeat violations of
BSA/AML laws, regulations or orders, including any failure to comply with the requirements of the Order or the
DPA, could result in the assessment of additional civil money penalties or the imposition of additional fines,
which could be substantial.

The SEC is conducting an inquiry regarding certain practices related to our mutual fund activities. The
inquiry concerns the use of a portion of the fees received under an agreement from the HighMark Funds by an
unaffiliated administrator to pay expenses related to the marketing and distribution of fund shares. The
HighMark Funds is a family of mutual funds managed by HighMark Capital Management, Inc., the investment
management subsidiary of Union Bank of California. We are cooperating with this inguiry.
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{Amounts in thousands, except per share data) 2005 2006 2007
Interest Income
LBANS & i i ot it e e e e e e e e e e e e e e e $1,800,725 $£2,228,023  %2,511,652
QLTS . . . . . . i e e e e e e e e e e e e e e e 395,819 419,050 443,689
Interest bearing deposits in banks . . . . . . ... ... e e 2,676 2,617 3,276
Federal funds sold and securities purchased under resale agreements . .. ... ........ 20,635 25,518 26,247
Trading acCount ASSELS . . . . . . . . . e e e e e e e e e 4,226 6,277 7,652
Totalinterest income . . . . . . . ... e e e 2,223,981 2,681,485 2,992,416
Interest Expense
DBPOSIES « v v v v v v e e e e e e e e e e e e e e e s 303,030 649,296 991,140
Federal funds purchased and securities sold under repurchase agreements . . . . .. ... ... 14,233 37,088 61,390
Commertial PADEL . . . . . . . L i e e e e e e e e e e 31,672 75,015 76,284
Medium- and tongtermdebt . . . . . L .. L e e e 32,206 73,439 101,096
THUSE MOMES . o . v o v et e e e e e e e e e e e e 953 953 953
Other borrawed TUNS . . . . . . o e e e e e e e 6,313 15,352 42,901
Total Interest BXPENSE . . . .« L o e e e e e e e e e e e e e 388,407 848,143 1,273,764
Net Interest INCOME . . . . . . . . . . o e et e e e e e e 1,835,574 1,833,342 1,718,652
(Reversal of) provision for loan losses . . . . . . . . - . o . . o e (50,683) {5,000) 81,000
Net interest income after {reversal of) provision for loanlosses . . . . .. ... . ... .. .. 1,886,257 1,838,342 1,637,652
Noninterest Income ’
Service charges on deposit 8CCOUNES . . . . . . . . . L e e e e e e 323,865 319,647 304,362
Trust and investment managementfees . . . . .. . . . ... e e e 128,396 147,538 157,734
Insurance COMMISSIONS . . . . . . . L . . o e e e e e e e e e 78,915 72,547 69,296
Trading account activities . . . . . . . ... . .. .. e e 49,090 56,916 65,608
Merchant banking fe€s . . . . . . . . . . ... e e e 43,898 42,185 44,123
Brokerage commissions and fees . . . . . . . L. L L L e e 30,038 35,811 39,839
Card processing fees, Net . . . . . o . . .. e e e 25,105 28,400 30,307
Securities gains {I0SS8S), PEL . . . . . . . L. e e e e (50,039} 2,242 1,621
[0 - 130,349 125,656 155,412
Total noninterast iNCOMEB . . . .« . o v o i v v e e e e e e e e e 759,617 830,943 868,302
Noninterest Expense
Salaries and employee benefits . . . . . .. L L L e e 905,279 969,614 964,024
NEt OCCUPANCY . . o o o v e i e i e e e e e e e e e e s 137,518 139,152 144,824
OULSIE SBIVICES . . o v v o o s et e e e e e e e e e e e e s 109,535 110,102 76,499
Professional SBrviCeS . . . . o . i i e e e e e e 44,088 62,597 69,118
EQUIPMENt . . . . L e e e e e e e e s 66,879 68,751 64,940
SOHWAIE . . . . L e e e e e e e e 54,813 60,960 58,413
Communmications . . . . . . .. . e e e e 40,009 38,518 37,216
Foreclosed asset expense (iNCOME) . . . . . . . . o i i it e e e e e e (5,635} (15,322) 110
(Reversal of) provision for losses on off-balance sheet commitments . . . . . ... .. ... .. 4,000 (5,000) 9,000
L1015 195,597 208,477 219,261
Total noninterest BXPEMNSE . . . . . . . . L . L e e e e e e 1,552,083 1,637,849 1,643,405
income from continuing operations before income taxes . . . . . . . . ... 00 1,093,791 1,031,436 862,549
INCOME LBX BXPEMSE . . . . o v v v i e e e i et et e e e e e e e e 359,074 270,121 292,683
Income from Continuing Operations . . . . . . . . .. . . . .. e 734,717 761,315 569,866
income (loss) from discontinued operations before income taxes . . . ... . ... . ... ... 199,129 (13,127} 71,922
income tax expense (benefit) . . . . . . . . ... ... e e 70,913 (4,808} 33,694
Income (Loss) from Discontinued Operations . . . _ . . ... ... ... ... .......... 128,216 (8,319) 38,228
Nt BHICOMIE . . . . . . . e e e e e e e e $ 862,933 $ 752,996 $ 608,094
_lncome from continuing operations per common share—basic . . . . ... ......... .. $ 506 % 538 % 4.14
Net income per common share—basic . . . . . . . . . . . ... L. oo % 595 % 532 % 4.42
Income from continuing operations per common share—diluted . . . . .. . ... .. ... .. 3 497 % 530 § 4.10
Net income per common share—dituted . . _ . . . . ... .. ... ... $ 584 % 524 % 4.37
Weighted average common shares outstanding—basic . . . ... .. .............. 145,109 141,620 137,617
Weighted average common shares outstanding—diluted . . . . . .. .. ... ......... 147,792 143,755 139,052




UnionBanCal Corporation and Subsidiaries
Consclidated Balance Sheets

December 31,

{Dollars in thousands) 2006 2007
Assets

Cashand due from banks . . . . . . v i i e e e e e $ 2,213,782 §% 2,106,930
Interest bearing deposits inbanks . . . .. ... ... ... . . o o, 824,456 104,528
Federal funds sold and securities purchased under resale agreements ... .... . . 943,200 310,178

Total cash and cashequivalents . . . .. ... ... ... ... ... ... ...... 3,981,438 2,521,636
Trading account @ssets . . . .. ... . e e e e e 376,321 603,333
Securities available for sale:

Securities pledged as collateral . . ... ... ... .. .. ... . 89,184 685,123

Held in portfolio . . . .. .. ... 8,667,038 7,770,048
Loans {net of allowance for loan losses: 2006, $331,077; 2007,

BA02,726) . . e 36,340,646 40,801,462
Due from custorners on acceptances . .. ... .. . .o e 17,834 16,482
Premises and equipment, net . . . . .. .. L e 493,653 490,197
Intangible assels . . . . . . .. e e e 26,247 18,568
GoodWill . . o o e e e e e e e 453,489 448,718
Other @5581S . . . v st e e e e e e e e e 2,141 402 2,364,577
Assets of discontinued operations to be disposedorsold . ... ............. 32,324 7,604

Total @ssets . . . . . . .o e e e $52,619,576 $55,727,748
Liabilities
Noninterest bearing . . ... ... .. i e e e $17,113,890 $13,802,640
Interest beaning . . . . . .. . . ... e 24,736,792 28,877,651
Total dEPOSIS . . o vt oot e e e e e 41,850,682 42,680,191
Federal funds purchased and securities sold under repurchase agreements . . .. . . 1,083,927 1,631,602
Commercial Paper . . . . o e e e e 1,661,163 1,266,656
Other borrowed funds . . . . . . . . e e e - 432,401 1,875,623
Trading account liabilities . . .. . ... .. L e 258,136 351,057
Acceptances outstanding . . . . . .. .. ... e 17,834 16,482
Other labilifies . . . . . oo e e e e e e 1,286,575 1,132,103
Medium- and long-termdebt . . .. ... ... . L 1,318,847 1,913,622
Junior subordinated debt payable to subsidiary grantor trust . . . . ... ... ..., 14,885 14,432
Liabilities of discontinued operations to be extinguished or assumed . . . . ... ... 123,725 107,995
Total liabilities . . . . . .. e e 48,048,175 50,989,767
Commitments, contingencies and guarantees—See Note 24
Stockholders’ Equity
Preferred stock:
Authorized 5,000,000 shares, no shares issued or cutstanding at
December 31, 2006 or 2007 . . .. . .. .. e — —
Common stock, par value $1 per share:
Authorized 300,000,000 shares, issued 156,460,057 shares in 2006
and 157,559,521 shares in 2007 . ... .. ... .. .. ... . ... ... 156,460 157,559
Additional paid-in capital . . .. ... . e e 1,083,649 1,153,737
Treasury stock—17,352,803 shares in 2006 and 19,723,453 shares in 2007 . . (1,064,606} (1,202,584}
Retained eamings . . . . . . .. i e e e e 4,655,272 4,912,392
Accumuiated other comprehensive loss . . . ... . ... Lo i {259,374) (283,123}
Total stockholders' equity . . .. ... . ... 4,571,401 4,737,981
Total liabilities and stockholders’ equity . . . . ... . ... .. .. . ..., $52,619,576 $55,727,748

See accompanying notes to consolidated financial statements.
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UnionBanCal Corporation and Subsidiaries
Consolidated Statements of Changes in Stockholders' Equity

Accumulated Tetal

Addltional other stock-
Number Commen paid-in Treasury Retained  comprehensive  holders’
(In thousands, except shares) of shares stock capital stock eamings income (loss) equity
BALANCE DECEMBER 31,2004 .. ... ... ......... 152,191,818 $152,192 § 881,928 $ (223,361) $3,526,312 $ (44,827) $4,292,244
Comprehensive income
Netincome-2005 . . . ... ... ... ... ..., .... 862,933 862,933
Other comprehensive loss, net of tax:
Net change in unrealized losses on cash flow hedges . . . . . . (35,737 {35,737)
Net change in unrealized lesses an securities available for sale . (42,403} {42,403)
Foreign currency translation adjustment . . . . . . .. ... . 8,134 8,134
Pension and other benefits adjustment . . . . . .. ... ... (3,560) {3,560)
Totzl comprehensive ingome |, . . ., - . . L Lo L. ... 789,367
Deferred compensation—restricted stock awards . . . . ., . . ., 399,489 399 26,242 (18,072) 7,569
Stock options exercised . . . . .., .., Lo oL oL 1,877,908 1,878 69,932 71,810
Excess tax benefit—stock options . . P 17,854 17,854
Comman stock repurchased™ . . . . ... ... ... .. ... (389,371) (389,371}
Dividenas cectared on comman stock, $1.59 per share® . . . . . . (229,773) {229,773
Netehange . . . . . . . . . . o . . . 2,277 113,028 (389,371) 615,088 (73,566} 267.456
BALANCE DECEMBER 31,2005 .. ... ............ 154,469,215 $154,469 % 994956 $ (612,732) $4,141,400 $(118,393} $4,559,700
Comprehensive income
Netincome-2006 . . . . . . ... ... . e 762,996 752,996
Other comprehensive loss, net of tax:
Net change in unrezlized losses on cash flow hedges . . . . . . 6,903 6,903
Net change in unrealized losses on securities available for sale 16,221 16,221
Foreign currency translation adjustment (41) (41)
Pensian 2nd other benefits adjustment (2,877 (2,877
Total comprehensive Income . . . . . . .. . ... ... 773,202
SFAS No. 158 adjustment™ . . . .. ..o L. (161,187) (161,187}
Reclassification due to adoption of SFAS Mo. 123{R) '
implementation™ . . _ . ... L L. (19,035) 19,035 —
Stockoptions exercised . ... L. .. L., 1,409,727 1,410 ¥ 56,732
Restricted stock granted, net of forfeitures . . . . ... ... ... 578,865 579 (579) —
Performance share units vested . . . . . . . . ... L. L. 2,250 2 (2} —
Excess tax benefit—stock based compensation . . . .. ... ... 13,054 13,054
Compensation expense—stock options . . . . . . ... ... ... 22,355 22,355
Compensation expense—restricted stock . . . . . . .. .. .., . 14,420 14,420
Compensation expense—restricted stock units, performance share
units and other share-based compensation 3,158 3,168
Common stock repurchased' . . . ... . ... .. e (451,874) (451,874}
Dividends declared on comman stock, $1.82 per share® . . . . | | {258,159} (258,159}
Netehange . . ... ... ... ..., ... . ......,. 1,991 88,693 {451,874} 513,872 (140,981) 11,701
BALANCE DECEMBER 31,2006 . ... .. ........... 156,460,057 $%$156,460 $1,083,649 %(1,064,606) %$4,655,272 $(259,374) $4,571,401
Comprehensive income
Netincome-2007 . . . . .. .. ... ... 608,094 608,094
Other camprehensive income {loss), net of tax:
Net change in unrealized losses on cash flow hedges . . . ., . 50,968 50,968
Net change in unrealized losses on securities available for sale . (71,285) (71,285)
Foreign currency transtation adjustment . . . . . ... . ... 517 517
Pension and other benefits adjustment . . . . . . . ... ... {3,949) (3,949}
Tota) comprehensive income . . . . . . ... Lo oL Lo L. 584,345
FIN No. 48 adjustment™ . . . .. ... ... .. ... ... .., {49,300) (49,300}
FSP FAS 13-2 adjustment™® . . . | e {20,803) (20,803}
Stock options exereised . . ... ... ... ... e 800,859 801 32,498 33,299
Restricted stock granted, net of forfeitures . . . . . . . ... .. 288,306 288 (288) —
Restricted stock and performance share units vested 10,309 10 {10} —
Excess tax benefit—stock based compensation . . . . . ... ... 4,616 4,616
Compensation expense—stock options . . . . . .. ... L. L. 12,999 12,999
Compensation expense——restricted steck . . . . . .. ... ..., 14,413 14,413
Compensation expense-—restricted stock units, performance share
units and other share-based compensation . . . . ... .. ... 5,860 5,860
Common stock repurchased . . . . . ... ... ... . ... {137,978) {137,978)
Dividends declared on common stock, $2.03 per share® . . . . . . (280,871) (280,871}
Netchange . . ... .. ... ... . ... unnn. 1,099 70,088 {137.978) 257,120 (23,749) 166,580
BALANCE DECEMBER 31,2007 . . .. .. ... ... ..... 157,669,521 $157,559 $1,153,737 $(1,202,584) $4,912,392  $(283,123) $4,737,981
w Cammon stock repurchased includes commission costs.

@ Dividends are based on UnionBanCal Corparation's shares putstanding as of the declaration date.

w See Note 1 of these consolidated financial statements for a description of the adoption of Statemen? of Financial Accounting Standards No. 158 "Employers' Accounting for
Detined Benefit Pension and Other Postretirement Plans, an amendment of FASB Statements No. 87, 88, 106 and 132(R)" (SFAS No. 158).

O] Reclassification reftects a reduction in additional paid-in capital and a corresponding cradit to retained eamings for unrecognized compensation expense on nonvested restricted

stock as of January 1, 2006 upen adoption of SFAS Na. 123(R) “Share-Based Payment.”

i5) See Note 1 of these consolidated financial statements for a description of the adoption of FASB Interpretation No. 48, “Accounting for Uncertainty in Income Taxes—An

Interpretation of FASB Statement No. 109" (FIN No. 48).

8 See Note 1 of these consolidated financial statements for a description of the adoption of FASB Staff Position (FSP) FAS 13-2, *Accounting far a Change or Projected Change in

the Timing of Cash Flows Relating to Income Taxes Generated by a Leveraged Lease Transation."

See accompanying notes to consolidated financial statements.
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UnionBanCal Corporation and Subsidiaries
Consolidated Statements of Cash Flows

For the Years Ended December 31,

{Dollars in thousands) 2005 2006 2007
Cash Flows from QOperating Activities:

Netincome . . . . . e e e e $ 862933 $ 75299 § 608,094
Income {loss) from discontinued operations, netoftaxes . . . . ... ... ... ... .... 128,216 {8,319) 38,228
Income from continuing operations, netoftaxes . . ... ... .. ... ... .. ... ... 734,717 761,315 569,866

Adjustments to reconcile net income to net cash provided by (used in} operating activities:

(Reversal of) provision for allowance for loan losses . . . . . . ... ... ... ....... (50,683) (5,000} 81,000
(Reversal of) provision for losses on off-batance sheet commitments . . . . . ... .. ..., 4,000 (5,000} 9,000
Depreciation, amortization and accretion . . . ., . . L L e e 151,214 134,423 119,784
Stock-based compensation—stock options and other share-based compensation . . . . . . . 7.569 39,933 33,272
Provision for deferred income taxes . . . . . ... L L L 65,230 42,631 (18,542)
(Gains) losses on sales of securities available forsale, net . . . . .. .. ... ........ 50,039 (2,242) {1,621)
Net {increase) decrease in prepaid expenses . . . . . . . . . ot te e {150,286) 177,363 (37,772)
Net (increase) decrease in fees and other receivables . . . . .. . ... ........... 115,501 (53,594) 13,852
Net increase (decrease) in accrued EXPENSES . . . . - v . . v vt n e e e e 30,433 (68,789) 78,280
Met {increase) decrease in trading account assets . . . . . . .. ... ... Lo L. (76,816) (63,666) (227,012)
Met increase (decrease) in trading account liabilities . . . . . .. .. ... .. ... ., 102,903 45,876 92,921
Net increase (decrease) in other liabilities . . . ... ... ... ... ... ... ...... 154,713 67,422 {86,412)
Net {increase) decrease in otherassets . . . . . . ... .. . ... (387.560) (140,958) (234,979)
Loans ariginated forresale . . . . . .. . . e e e {145,671) (558,833) (680,541)
Net proceeds from sale of loans originated forresale . . . . .. ... ............. 218,068 486,739 669,333
Excess tax benefit—stock-based compensation . . . . . . ... ... .. . L (17,854) (13,054) {4,616)
Other, met . . . e e e e e 14,512 (176,361) 34,820
Discontinued operations, net . . . .. . . ... ..., 240,665 206,996 66,429
Total adjustments . . . . . . . . . e e e e e e e 325,977 113,886 {93,604)
Net cash provided by (used in) operating activities . . . . .. .. ... .. ... ........ 1,060,694 875,201 476,262
Cash Flows from Investing Activities:

Proceeds from sales of securities avaifableforsale . .. . .. ... ... ... ... ... ... 1,580,353 144,026 352,568

Proceeds from matured and called securities available forsale . . . .. .. ... .. ... ... 2,965,067 1,749,200 1,806,844

Purchases of securities available for sale, net of acquisitions . . . . .. .. ... .. ....., {1,715,882)  (2,424,176) (1,970,887

Purchases of premises and equipment . . . . . . . . . .. e e (99.771) (71,878) (102,522)

Net (increase) decrease in 10aNS . . . . . . . . . . . L e e e {4,076,331) (3,509,531) (4,604,981)

ONEn, NBE . o v o s e e e e e 25 (34,187) —

Discontinued operations, net . . . . . . . . . L L e e e e 874,438 728,853 1,083

Net cash provided by (used in) investing activities . . . . . . .. ... .. ... ... ... {472,101) (3,417,693) (4,517,895)

Cash Flows from Financing Activities:
Netincrease indeposits . . . . . . . . . . . . i e e 1,401,253 1,901,426 829,509
Net increase in federal funds purchased and securities scid under repurchase agreements . . . . 64,280 432,398 547,675
Net increase {decrease} in commercial paper and other borrowed funds . . . .. .. .. .. .. (182,924) 1,279,052 1,048,715
Common stock repurchased . . . . . . . e e e (389,371) (451,874) (137,978)
Proceeds from issuance of long-termdebt . . . . . . . ... L L Lo L — 693,742 749,250
Repayment of medium-termdebt . . ... ... ... ... ... o — (200,000) (200,000)
Payments of cash dividends . . . . . .. . . . . . e e e (224,218) (251,403) (274,974)
Stack options exercised . . . . . L L L e e e e e e 89,664 69,786 37915
Other, Net . . . . . e e e e e e e e e 8,134 3,459 1,267
Discontinued operations, net . . . . . . . .. L e (586,179) (922,967) {20,170)
Net cash provided by {used in) financing activities . . . . . . ... .. ... ... ... .. .. 180.639 2,553,619 2,581,209
Net increase (decrease) in cash and casheqguivalents . . . . . . .. ... .. ... .. ... ... 769,232 11,127 (1,460,424)
Cash and cash equivalents at beginning ofyear . . . . . .. . . ... ... ... . ... . ... 3,199,854 3,969,876 3,981,438
Effect of exchange rate changes on cash and cash equivalents . . . .. ... ........... 790 435 622
Cash and cash equivalents atend of year . . . . .. . . .. . . ... ... e $3969.876 $3981438 32521636
Cash Paid During the Year For:

L $ 364715 % 769,266 $ 1,337,976

Income taxes . . . . . . . e e e e e e e e 319,885 225,977 305,803
Supplemental Schedule of Noncash Investing and Financing Activities:

Loans transferred to foreclosed assets (OREQ) . . . . .. . ... ... . oL $ 1,310 % 1,903 % 1,571

See accompanying notes to consolidated financial statements.
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UnionBanCal Corporation and Subsidiaries

Notes to Consolidated Financial Statements
December 31, 2005, 2006 and 2007

Note 1—Summary of Significant Accounting Policies and Nature of Operations
Introduction

UnionBanCal Corporation is a commercial bank holding company whose major subsidiary, Union Bank of
California, N.A. (the Bank), is a commercial bank. UnionBanCal Corporation and its subsidiaries (the
Company) provide a wide range of financial services to consumers, small businesses, middle-market
companies and major corporations, primarily in California, Oregon, and Washington, as well as nationally and
internationally.

The Bank of Tokyo-Mitsubishi UFJ, Ltd. (BTMU), which is a wholly-owned subsidiary of Mitsubishi UFJ
Financial Group, Inc. {MUFG), owned approximately 65 percent of the Company's outstanding common stock
at December 31, 2007.

Basis of Financial Statement Presentation

The consolidated financial statements include the accounts of the Company and its subsidiaries. All
intercompany transactions and balances have been eliminated. The Company accounts for investments in an
entity using the equity method of accounting when it owns at least 20 percent and less than 50 percent, as
well as for any limited partnership investments. Investments of less than 20 percent, in general, are accounted
for at cost. Investments, both under the equity method of accounting and at cost, are included in other assets.

The accounting and reporting policies of the Company conform to accounting principles generally
accepted in the United States of America (US GAAP) and general practice within the banking industry. The
policies that materially affect the determination of financial position, results of operations and cash flows are
summarized below.

The preparation of financial statements in conformity with US GAAP requires management to make
estimates and assumptions that affect the reported amounts of assets and liabilities and disclosure of
contingent assets and liabilities at the date of the financial statements and the reported amounts of revenues
and expenses during the reporting period. Actual results coutd differ from those estimates. Certain amounts for
prior periods may have been reclassified to conform with current financial statement presentation.

Cash and Cash Equivalents

For purposes of reporting cash flows, cash and cash equivalents include cash and due from banks, interest
bearing deposits in banks, and federal funds sold and securities purchased under resale agreements, which
have original maturities less than 90 days.

Resale and Repurchase Agreements

Transactions involving purchases of securities under agreements to resell (reverse repurchase agreements
or reverse repos) or sales of securities under agreements to repurchase (repurchase agreements or repos}) are
accounted for as collateratized financings except where the Company does net have an agreement to sell (or
purchase) the same or substantially the same securities before maturity at a fixed cor determinabte price. The
Company’s policy is to obtain possession of collateral with a market value equal to or in excess of the principal
amount loaned under resale agreements. Collateral is valued daily, and the Company may require
counterparties to deposit additional collateral or return collateral pledged, when appropriate.
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UnionBanCal Corporation and Subsidiaries

Notes to Consolidated Financial Statements
December 31, 2005, 2006 and 2007 (Continued)

Note 1—Summary of Significant Accounting Policies and Nature of Operations (Continued)
Trading Account Assets

Trading account assets consist of securities and loans that management acquires with the intent to hold
for short periods of time in order to take advantage of anticipated changes in market values. Substantially all of
the securities have a high degree of liquidity and readily determinable market value. Interest earned, paid, or
accrued on trading account assets is included in interest income using a method that produces a level yield,
Realized gains and losses from the sale or close-out of trading account positions and unrealized market value
adjustments are recognized in noninterest income.

Also included in trading account assets are the unrealized gains related to a variety of interest rate
derivative contracts, primarily interest rate swaps and options, energy derivative contracts and foreign
exchange contracts, entered into either for trading purposes, based on management’s intent at inception, or as
an accommodation to customers.

Derivatives held or issued for trading or customer accommodation are carried at fair value, with realized
and unrealized changes in fair values on contracts included in noninterest income in the period in which the
changes occur. Unrealized gains and losses are reported gross and included in trading account assets and other
liabilities, respectively. Cash flows are reported net as operating activities. The reserve for credit exposures and
administrative costs related to derivative and foreign exchange contracts is presented as an offset to trading
account assets. Changes in the reserves for those contracts offset trading gains and losses in noninterest
income.

Total unrealized gains (losses) on trading account securities totaled $0.2 million at December 31, 2007.

Securities Available for Sale

The Company's securities portfolio consists of debt and equity securities that are classified as securities
available for sale.

Debt securities and equity securities with readily determinable market values that are not classified as
trading account assets are classified as securities available for sale and carried at fair value, with the unrealized
gains or losses reported net of taxes as a component of accumulated other comprehensive income (loss) in
stockholders’ equity until realized.

Interest income on debt securities includes the amortization of premiums and the accretion of discounts
using a method that produces a leve! yield and is included in interest income on securities.

The Company recognizes other-than-temporary impairment on its securities available for sale portfolio
when it is likely that it will not recover its cost. A debt security is subject to quarterly impairment testing when
its fair value is lower than its carrying value. The Company excludes from quarterly impairment testing debt
securities that are backed by the full faith and credit of the U.S. government or where the likelihood of default is
remote and purchased at a premium below 10 percent of par. Typical debt securities in the portfolio that are
subject to testing for other-than-temporary impairment are collateralized loan obligations {CLOs), commercial
martgage conduits and equity securities. In calculating the level of other-than-temporary impairment, the
Company considers expected cash flows utilizing a number of assumptions such as recovery rates, default
rates and reinvestment rates, business models, current and projected financial performance, and overall
economic market conditions. Marketable equity securities are subject to testing for other-than-temporary
impairment when there is a sustained decline in market price below the amount recorded for that investment.
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The Company considers the issuer’s financial condition, capital strength, and near-term prospects in
calculating an other-than-temporary impairment.

Realized gains and losses on the sale of and other-than-temporary impairment charges on available for
sale securities are included in noninterest income as securities gains (losses), net. The specific identification
method is used to calculate realized gains or losses.

Securities available for sale that are pledged under an agreernent to repurchase and which may be sold or
repledged under that agreement have been separately identified as pledged as collateral.

Loans Held for Investment, Loans Held for Sale, and Certain Loans Acquired at a Discount

Loans are reported at the principal amounts outstanding, net of unamortized nonrefundable loan fees and
related direct loan origination costs. Except for loans originated between 2002 and 2004, deferred net fees
and costs related to loans held for investment are recognized in interest income on an effective yield basis over
the contractual loan term. The deferred net fees and costs for loans originated between 2002 and 2004 are
recognized in interest income over the expected life of the ioan, which is updated quarterly.

Loans held for sale are carried at the lower of cost or market on an individual basis for commercial loans
and on an aggregate basis for residential mortgage loans. Changes in value are recognized in other noninterest
income. Nonrefundable fees and direct loan origination costs related to loans held for sale are deferred and
recognized as a component cof the gain or loss on sale, Interest income is accrued principally on a simple
interest basis.

Loans acquired at a discount related to credit deterioration since their origination are recorded at fair value
with no allowance for loan losses. Interest income is recognized based on the excess of future expected cash
flows over the purchase price versus contractual cash flows. Such loans are considered impaired when it is
probable that the Company will be unable to collect the total expected future cash flows. At that time, the
Company will establish an allowance for loan losses up to the amount expected at acquisition.

Nonaccrual loans are those for which management has discontinued accrual of interest because there
exists significant uncertainty as to the full and timely collection of either principal or interest or such loans have
become contractually past due 90 days with respect to principal or interest.

Interest accruals are continued for certain small business loans that are processed centrally, consumer
loans, and one-to-four family residential mortgage loans. These loans are charged off or written down to their
net realizable value based on delinquency time frames that range from 120 to 270 days, depending on the
type of credit that has been extended. Interest accruals are also continued for loans that are both well-secured
and in the process of collection. For this purpose, loans are considered well-secured if they are collateralized by
property having a net realizable value in excess of the amount of principal and accrued interest cutstanding or
are guaranteed by a financially responsible and willing party. Loans are considered “in the process of
collection” if collection is proceeding in due course either through legal action or other actions that are
reasonably expected to result in the prompt repayment of the debt or in its restoration to current status.

When a loan is placed on nonaccrual, all previously accrued but uncollected interest is reversed against
current period operating results. All subsequent payments received are first applied to unpaid principal and
then to uncollected interest. Interest income is accrued at such time as the loan is brought fuily current as to
both principal and interest, and, in management’s judgment, such a loan is considered to be fully collectible.
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However, the Company’s policy also allows management to continue the recognition of interest income on
certain loans designated as nonaccrual. This portion of the nonaccrual portfolio is referred to as “Cash Basis
Nonaccrual” loans. This policy only applies to loans that are well-secured and in management’s judgment are
considered to be fully collectible. Although the accrual of interest is suspended, any payments received may be
applied to the loan according to its contractual terms and interest income recognized when cash is received.

Loans are considered impaired when, based on current information, it is probable that the Company will
be unable to collect all amounts due according to the contractual terms of the loan agreement, including
interest payments. Impaired loans are carried at the lower of the recorded investment in the loan, the estimated
present value of total expected future cash flows, discounted at the loan's effective rate, or the fair value of the
collateral, if the loan is collatera!l dependent. Additionally, some impaired loans with commitments of less than
$2.5 million are aggregated for the purpose of measuring impairment using historical loss factors as a means
of measurement. Excluded from the impairment analysis are large groups of smaller balance homogeneous
loans such as consumer and residential mortgage loans.

The Campany offers primarily two types of leases to customers: 1) direct financing leases where the assets
leased are acquired without additional financing from other sources, and 2} leveraged leases where a
substantial portion of the financing is provided by debt with no recourse to the Company. Direct financing
leases are carried net of unearned income, unamortized nonrefundable fees and related direct costs associated
with the origination or purchase of leases. Leveraged leases are carried net of nonrecourse debt.

Allowance for Loan Losses

The Company maintains an allowance for loan losses to absorb losses inherent in the loan portfolio. The
allowance is based on ongoing, quarterly assessments of the probable estimated losses inherent in the loan
portfolio, The allowance is increased by the provision for loan losses, which is charged against current period
operating results and decreased by the amount of charge offs, net of recoveries. The Company's methodology
for assessing the appropriateness of the allowance consists of several key elements, which include the formula
allowance, the specific allowance and the unallocated altowance.

The formula allowance is calculated by applying loss factors to outstanding loans. Loss factors are based
on the Company's historical loss experience and may be adjusted for significant factors that, in management’s
judgment, affect the collectibility of the portfolio as of the evaluatiori date. The Company derives the loss
factors for most commercial loans from a loss migration model and, for pooled loans, by using expected net
charge offs. Pooled loans are homogeneous in nature and include consumer and residential mortgage loans,
and certain small commercial loans. Estimated losses are based on a loss confirmation period, which is the
estimated average period of time between a material adverse event affecting the credit worthiness of a
borrower for non-criticized, risk-graded credits or through the remaining life of the loan for criticized,
risk-graded credits, and the subsequent recognition of a loss.

Specific aliowances are established in cases where management has identified significant conditions or
circumstances related to a credit that management believes indicate the probability that a loss has been
incurred in excess of the amount determined by the application of the formula allowance. The specific
allowance also includes impaired leases, which are not covered by Statement of Financial Accounting
Standards {SFAS) No. 114, “Accounting by Creditors for Impairment of a Loan."”
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The unallocated allowance is composed of attribution factors, which are based upon management's
evaluation of various conditions that are not directly measured in the determination of the formula and specific
allowances. The conditions evaluated in connection with the unallocated allowance may include existing
general economic and business conditions affecting the key lending areas of the Company, credit quality
trends, collateral values, loan volumes and concentrations, specific industry conditions within portfolio
segments, recent loss experience in particular segments of the portfolio, duration of the current business cycle,
bank regulatory examination results and findings of the Company's internal credit examiners.

The allowance also incorporates the results of measuring impaired Ioans as provided in SFAS 114 and
SFAS No. 118, “Accounting by Creditors for Impairment of a Loan—Income Recognition and Disclosures.”
These accounting standards prescribe the measurement methods, income recognition and disclosures related
to impaired loans. A loan is considered impaired when management determines that it is probable that the
Company will be unable to collect all amounts due according to the original contractual terms of the loan
agreement. Impairment is measured by the difference between the recorded investment in the loan (including
accrued interest, net deferred loan fees or costs and unamortized premium or discount) and the estimated
present value of total expected future cash flows, discounted at the loan’s effective rate, or the fair value of the
collateral, if the loan is collateral dependent. Additionally, some impaired loans with commitments of less than
$2.5 million are aggregated for the purpose of measuring impairment using historical loss factors as a means
of measurement. Specific allowances are established in cases where management has identified significant
conditions or circumstances related to a credit or a portfolio segment that management believes indicate the
prabability that a loss has been incurred. This amount may be determined either by a method prescribed by
SFAS No. 114, or methods that include a range of probable outcomes based upon certain qualitative factors.
Impairment is recognized as a component of the existing allowance for loan losses.

Premises and Equipment

Premises and equipment are carried at cost, less accumulated depreciation and amortization.
Depreciation and amortization are calculated using the straight-line method over the estimated useful life of
each asset. Lives of premises range from ten to forty years; lives of furniture, fixtures and equipment range from
three to eight years. Leasehold improvements are amortized over the term of the respective lease or the life of
the improvement, whichever is shorter.

Long-lived assets that are held or that are to be disposed of are evaluated periodically for impairment
when events or changes in circumstances indicate that the carrying amount may not be recoverable. The
impairment is catculated as the difference between the expected undiscounted future cash flows of a long-lived
asset, if lower, and its carrying value. In the event of an impairment, the Company recognizes a loss for the
difference between the carrying amount and the estimated value of the asset as measured using a quoted
market price or, in the absence of a quoted market price, a discounted cash flow analysis. The impairment loss
is reflected in noninterest expense.

Intangible Assets

Intangible assets represent purchased assets that lack physical substance but can be separately
distinguished from goodwill because of contractual or other legal rights or because the asset is capable of being
sold or exchanged. Intangible assets are recorded at fair value at the date of acquisition.

Intangible assets that have infinite lives, such as goodwill, are tested for impairment at least annually.
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Intangible assets that have finite lives, which include core deposit intangibles and rights-to-expiration, are
amortized either using the straight-line method or a methad that patterns the manner in which the economic
benefit is consumed. Intangible assets are typically amortized over their estimated period of benefit ranging
from six to fifteen years, although some intangible assets may have useful lives that extend to thirty years. The
Company periodically evaluates the recoverability of intangible assets and takes into account events or
circumstances that warrant revised estimates of useful lives or that indicate that impairment exists.

Other Real Estate Owned

Other reai estate owned {OREOQ) represents the collateral acquired through foreclosure in full or partial
satisfaction of the related loan. OREQ is recorded at the lower of the loan's unpaid principal balance or its fair
value as established by a current appraisal, adjusted for disposition costs. Any write-down at the date of
transfer is charged to the allowance for loan losses. OREQ values, recorded in other assets, are reviewed on an
ongoing basis and any decline in value is recognized as foreclosed asset expense in the current period. The net
operating results from these assets are included in the current period in noninterest expense as foreclosed asset
expense (income).

Private Capital Investments

Private capital investments include direct investments in private companies and indirect investments in
private equity funds. These investments are initially valued at cost and tested for other-than-temporary
impairment on a quarterly basis if the carrying value exceeds fair value. Fair value is estimated based on a
company's business model, current and projected financial performance, liquidity and overall economic and
market conditions. Private capital investments are included in other assets and any other-than-temporary
impairment is recognized in other noninterest income.

Derivative Instruments Held for Purposes Other Than Trading

The Company enters into a variety of derivative contracts as a means of reducing the Company’s interest
rate and foreign exchange exposures. At inception, these contracts, i.e., hedging instruments, are evaluated in
order to determine if the hedging instrument will be highly effective in achieving offsetting changes in the hedge
instrument and the hedged item attributable to the risk being hedged. Any ineffectiveness, which arises during
the hedging relationship, is recognized in noninterest expense in the period in which it arises. All qualifying
hedge instruments are valued at fair value and included in other assets or other liabilities. For fair value hedges
of interest bearing assets or liabilities, the change in the fair value of the hedged item and the hedging
instrument, to the extent effective, is recognized in net interest income. For cash flow hedges, the unrealized
changes in fair value to the extent effective are recognized in other comprehensive income. Amounts realized
on cash flow hedges related to variable rate loans and deposit liabilities are recognized in net interest income in
the period in which the cash flow from the hedged item is realized. The fair value of cash flow hedges related to
forecasted transactions is recognized as an adjustment to the carrying value of the asset or liability in the period
when the forecasted transaction occurs or in noninterest expense if the forecasted transaction does not occur.

Operating Leases

The Company enters into a variety of lease contracts generally for premises and equipment. Lease
contracts that do not transfer substantially all of the benefits and risks of ownership and meet the criteria under
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SFAS No. 13, “Accounting for Leases" are treated as operating leases. The Company accounts for the
payments of rent on these contracts on a straight-line basis over the lease term. At inception of the lease term,
any periods for which no rents are paid and/or escalation clauses are stipulated in the lease contract are
included in the determination of the rent expense and recognized ratably over the lease term.

The Company records liabilities for legal obligations associated with the future retirement of buildings and
leasehold improvements at fair value when incurred. As required under Financial Accounting Standards Board
(FASB) Interpretation No. 47 (FIN No. 47), "Accounting for Asset Retirement QObligations,” the assets are
increased by the related liability and depreciated over the estimated useful life of that asset.

Foreign Currency Translation

Assets, liabilities and results of operations for foreign branches are recorded based on the functional
currency (i.e., the local currency) of each branch. Assets and liabilities denominated in foreign currencies are
translated into U.S. dollars using the pericd end spot foreign exchange rates. Revenues and expenses are
translated daily using end of day spot foreign exchange rates, with resuiting gains or losses included in
stockholders' equity, as a component of accumulated other comprehensive income (loss}, on a net of tax basis.
Effective December 31, 2005, the foreign exchange translation related to the international correspondent
banking business was recognized as part of the gain from the sale and is included in discontinued operations.

Income Taxes

The Company files consolidated federal and combined state income tax returns. Amounts provided for
income tax expense are based on income reported for financial statement purposes, rather than amounts
reported on the Company's income tax return. Interest income, interest expense and penaities pertaining to the
settlement, or expected settlement, of prior years’ tax issues are recognized in income tax expense. Deferred
taxes, which arise principally from temporary differences between the period in which certain income and
expenses are recognized for financial accounting purposes and the period in which they affect taxable income,
are included in the amounts provided for income taxes. Under this method, the computation of the net deferred
tax liability or asset gives current recognition to changes in the tax laws.

Net Income Per Common Share

Basic earnings per share (EPS) is computed by dividing net income by the weighted average number of
common shares outstanding during the period. Diluted EPS incorporates the dilutive effect of commen stock
equivalents outstanding on an average basis during the period. Stock options, nonvested restricted stock,
restricted stock units and performance share units are common stock eguivalents. See discussion under
“Stock-Based Compensation,” which follows below and Note 16 to these consolidated financial statements.

Allowance for Losses on Off-Balance Sheet Commitments

The Company maintains an allowance for losses on off-balance sheet commitments to absorb losses
inherent in those commitments upon funding. The commitments include unfunded loans, standby letters of
credit and commercial lines of credit that are not for sale. The Company's methodology for assessing the
appropriateness of this allowance is the same as that used for the allowance for loan losses and incorporates
an assumption based upon historical information of likely utilization. See accounting policy “Alfowance for
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Loan Losses.” The allowance for losses on off-balance sheet commitments is classified as other liabilities and
the change in this allowance is recognized in noninterest expense.

Stock-Based Compensation

On January 1, 2006, the Company adopted SFAS No. 123(R}), “Share-Based Payment,” a revision of
SFAS No. 123, “Accounting for Stock-Based Compensation,” and elected to use the modified prospective
application method to transition to the new accounting standard. SFAS No. 123(R) requires that
compensation costs refated to share-based payment transactions be recognized in the financial statements.
Measurement of the cost of employee service is based on the grant-date fair value of the equity or liability
instrument issued. SFAS 123(R) also prescribes that estimated forfeitures of shares are to be included in the
calceulation of compensation expense,

Under the modified prospective transition method, compensation cost is recognized for the portion of
cutstanding awards for which the requisite service has not yet been rendered. The cost is being recognized over
the period during which the employees are required to provide service. The pre-tax impact of this change on
income from continuing operations {which includes the impact of estimated forfeitures for restricted stock and
the recognition of compensation costs related to nonvested stock options) was a reduction of $21.5 million, or
$13.4 million after-tax for the year ended December 31, 2006. The corresponding impact to both basic and
diluted earnings per share was a reduction of $0.09 per share for the year ended December 31, 2006.

For the year ended December 31, 2005, as allowed under SFAS No. 123(R), “Accounting for Stock-
Based Compensation,” the Company recognized compensation expense using the intrinsic value-based
method of valuing stock options prescribed in Accounting Principles Board Opinion (APB) No. 25, “Accounting
for Stock lIssued to Employees” and related Interpretations. Under the intrinsic value-based method,
compensation cost was measured as the amount by which the quoted market price of the Company's stock at
the date of grant exceeded the stock option exercise price. For the year ended December 31, 2005, options
granted under the plans had an exercise price equal to the market value of the underlying common stock on the
date of the grant and, therefore, were not included in compensation expense.

At December 31, 2007, the Company had two stock-based employee compensation plans. For further
discussion concerning the Company's stock-based employee compensation plans, see Note 16 to these
consolidated financial statements. Options granted under the plans had an exercise price equal to the market
value of the underlying common stock on the date of grant. The value of the restricted stock awards issued
under the plans and the value of that portion of outstanding option awards for which the requisité service has
not yet been rendered is being recognized ratably over the remaining service period as compensation expense.

F-66




UnionBanCal Corporation and Subsidiaries

Notes to Consolidated Financial Statements
December 31, 2005, 2006 and 2007 (Continued)

Note 1—Summary of Significant Accounting Policies and Nature of Operations (Continued)

The following table iflustrates the effect on net income, which includes discontinued operations and
corresponding earnings per share, as if the Company had applied the fair value recognition provisions of SFAS
No. 123(R) to stock-based employee compensation during 2005, For the purpose of this disclosure, the
Company has recognized compensation costs for graded vesting on a straight-line basis and did not include an
estimate for forfeitures.

Year Ended December 31,
(Dollars in thousands) 2005

Asreported netincome . ... ... .. ... $862,933
Add: stock-based employee compensation expense included in reported net
income, net of income taxes . . . ... .. . 4,674
Deduct: total stock-based employee compensation expense, net of income taxes . 24,491
Pro forma net income, after stock-based employee compensation expense . . . .. $843,116
Net income per common share—basic
As reported $ 5.95
Pro forma $ 581
Net income per common share—diluted
As reported $ 584
Pro forma $ 573

Employee Pension and Other Postretirement Benefits

The Company provides a variety of pension and other postretirement benefit plans for eligible employees
and retirees. Provisions for the costs of these employee pension and other postretirement benefit plans are
accrued and charged to expense when the benefit is earned.

Junior Subordinated Debt Payable to Subsidiary Grantor Trust (Trust Notes)

Trust notes are accounted for as liabilities on the balance sheet. Interest on trust notes is treated as
interest expense on an accrual basis.

Additional information on the trust notes can be found in Note 14 to these consolidated financial
statements.

Treasury Stock

Common stock repurchased is shown separately in the statement of changes in stockholders’ equity at
cost and shares repurchased are deducted from shares outstanding until retired. Gains and losses resulting
from shares reissued are based on the average cost of shares repurchased. Gains and losses, up to the amount
of gains previously recognized, are included in additional paid -in capital. Losses in excess of the gains
previously recognized reduce retained earnings.
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Recently Issued Accounting Pronouncements
Accounting for Certain Hybrid Financial Instruments

In February 2006, the FASB issued SFAS No, 155, “Accounting for Certain Hybrid Financial
Instruments—an amendment of FASB Statements No. 133 and 140.” The Statement allows financial
instruments that have embedded derivatives to be accounted for as a whole, {eliminating the need to bifurcate
the derivative from its host} if the holder elects to irrevocably account for the whole instrument on a fair value
basis. The Statement was effective for all financial instruments acquired or issued after December 31, 2006.
At adoption, there was no impact on the Company's financial position cor results of operaticns.

Accounting for Servicing of Financial Assets

In March 2006, the FASB issued SFAS No. 156, “Accounting for Servicing of Financial Assets—an
amendment of FASB Statement No. 140.” The Statement requires that all separately recognized servicing
assets and servicing liabilities be initially measured at fair value, if practicable. it allows an entity to choose one
of two subsequent measurement methods for each class of separately recognized servicing assets and
servicing liabilities: the amortization method or the fair value measurement method. Under the amortization
method, servicing assets and liabilities are amortized in proportion to and over the period of estimated net
servicing income or servicing loss. Under the fair value method, servicing assets and liabilities are recorded at
fair value each reporting period with any changes reported in current period earnings. The Statement was
effective for all servicing assets on January 1, 2007. At adoption, there was no impact on the Company's
financial position or results of operations.

Accounting for Changes in the Timing of Cash Flows Relating to Income Taxes in Leveraged Leases

In July 2006, the FASB issued Staff Position (FSP} FAS 13-2, "Accounting for a Change or Projected
Change in the Timing of Cash Flows Relating to Income Taxes Generated by a Leveraged Lease Transaction.”
The FSP requires that if, during the lease term, the projected timing of the income tax cash flows generated by a
leveraged lease is revised, the rate of return and the allocation of income must be recalculated from the
inception of the lease. At adoption, the change in the net investment balance resulting from the calculation
would be recognized as an adjustment to the beginning balance of retained earnings. Following adoption, a
change in the net investment balance resulting from a recalculation would be recognized as a gain or a loss in
the period in which the assumption is changed. The FSP was effective for all leveraged leases on January 1,
2007. The Company invests in Lease-In-Lease-Out (LILO} transactions that have been challenged by the
Internal Revenue Service (IRS). The Company has paid the IRS the income tax associated with the LILO
transactions. However, the Company is defending the initial fiting position as to the timing of the tax benefits
associated with these transactions. The Company adopted FSP FAS 13-2 on January 1, 2007 and
recalculated these leases to reflect a potential change in the timing of income tax cash flows in accordance with
this FSP. At adoption, the Company's beginning balance of retained earnings was reduced by $20.8 million,
after tax. The reduction to beginning retained earnings will be recognized in interest income over the remaining
term of the affected leases.

Accounting for Uncertainty in Income Taxes

In July 2006, the FASB issued FIN No. 48, “Accounting for Uncertainty in Income Taxes—An
Interpretation of FASB Statement No. 109,” which clarifies the accounting for uncertainty in income taxes
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recognized in an enterprise’s financial statements in accordance with FASB Statement No. 109, “Accounting
for Income Taxes.” The Interpretation establishes a “maore-likely-than-not” recognition threshold that must be
met before a tax benefit can be recognized in the financial statements. For tax positions that meet the
more-likely-than-not threshald, an enterprise should recognize the largest amount of tax benefit that is greater
than 50 percent likely of being realized upon ultimate settlement with the taxing authority. On January 1,
2007, the Company adopted FIN No. 48 and recognized a $49.3 million reduction to the beginning balance of
retained earnings. Disclosures required under this statement are contained in Note 11 to these consolidated
financial statements.

Accounting for Fair Value Measurements

In September 2006, the FASB issued SFAS No. 157, “Fair Value Measurements.” The Statement defines
fair value, establishes a framework for measuring fair value in accordance with generally accepted accounting
principles and expands disclosures about fair value measurements. Fair value is defined as the price that would
be received to sell an asset or paid to transfer a liability in an orderly transaction between market participants at
the measurement date. A three-level hierarchy ranks the quality and reliability of information used to
determine fair values with the highest priority given to quoted prices in active markets and the lowest priority
given to mode! values that include inputs based on unobservable data. The Statement applies whenever other
accounting standards require or permit assets or liabilities to be measured at fair value. The Statement is
effective January 1, 2008.

On February 14, 2008, the FASB issued FSP FAS 157-1, “Application of FASB Statement No. 157 to
FASB Statement No. 13 and Other Accounting Pronouncements That Address Fair Value Measurements for
Purposes of Lease Classification or Measurement Under Statement 13" which exciudes leases from the
requirements of the Statement. Additionally on February 12, 2008, the FASB issued FSP FAS 157-2,
“Effective Date of FASB Statement 157" which allows companies to delay for one year the effective date of
SFAS No. 157 for all nonfinanctial assets and liabilities that are measured at fair value on a nonrecurring basis.
Management believes that the adoption of SFAS No. 157 will not have a material impact on the Company's
financial position or results of operations and is currently evaluating the delay election for nonfinancial assets
and liabilities.

Accounting for Defined Benefit Pension and Other Postretirement Plans

In September 2006, the FASB issued SFAS No. 158, “Employers’ Accounting for Defined Benefit Pension
and Qther Postretirement Plans, an amendment of FASB Statements No. 87, 88, 106, and 132(R)."” The
Statement requires a company that sponsors a defined benefit pension plan or other postretirement benefit
plan to recognize the funded status of the benefit plan as an asset or liability, measured as the difference
between the fair value of plan assets and the benefit obligation. It requires immediate recognition of previously
unrecognized prior service costs and credits, unrecognized net actuarial gains or losses, and any unrecognized
transition obligation or asset as components of other comprehensive income. The Statement was effective for
the year ended December 31, 2006. At adoption, the Company's stockholders' equity was reduced by
$161 million, net of tax. Disclosures required under this statement are contained in Note 9 to these
consolidated financial statements. -
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Accounting for Deferred Compensation and Postretirement Benefit Aspects of Endorsement Spiit-
Dollar Life Insurance Arrangements

In September 2006, the Emerging Issues Task Force (EITF) reached a consensus on EITF Issue No. (6-4,
“Accounting for Deferred Compensation and Postretirement Benefit Aspects of Endorsement Split-Dollar Life
Insurance Arrangements.” The guidance requires that an agreement by the employer to share a portion of the
proceeds of a life insurance policy with the employee during the postretirement period is a postretirement
benefit arrangement for which a liability must be recorded. The EITF is effective January 1, 2008, with any
resulting adjustment recorded as a change in accounting principle through a cumulative effect adjustment to
the beginning balance of retained earnings or retrospectively to all prior periods. Management believes the
adoption of EITF 06-4 will not have a material impact on the Company’s financial position or results of
operations.

The Fair Value Option for Financial Assets and Financial Liabilities

In February 2007, the FASB issued SFAS No. 159, “The Fair Value Option for Financial Assets and
Financial Liabilities, Including an amendment of FASB Statement No. 115.” The Statement permits entities to
choose to measure many financial instruments and certain other assets and liabilities at fair value on an
instrument-by-instrument basis, with changes in fair value recognized in earnings each reporting period. An
entity may elect the fair value option for existing assets and liabilities at the date of initial adoption and when
first recognizing eligible instruments. The Statement is effective January 1, 2008. Management does not plan
to make the fair value option election upon adoption of this Statement, and therefore believes that this
Statement will not have a material impact on the Company's financial position or results of operations.

Accounting for Income Tax Benefits of Dividends on Share-Based Payment Awards

In June 2007, the EITF reached a consensus on EITF lssue No. 06-11, “Accounting for Income Tax
Benefits of Dividends on Share-Based Payment Awards.” The EITF requires that the tax benefit related to
dividend equivalents paid on restricted stock and restricted stock units, which are expected to vest, be
recorded as an increase to additional paid-in-capital. The Company currently accounts for this tax benefit as a
reduction to income tax expense. The guidance is effective for all tax benefits on dividends declared by the
Company after January 1, 2008, with prospective application required. Management believes the adoption of
EITF 06-11 will not have a material impact on the Company's financial position or results of operations.

Business Combinations

In December 2007, the FASB issued SFAS No. 141(R}, “Business Combinations,” which replaces SFAS
No. 141. The Statement requires that all business combinations be accounted for under the “acquisition
method.” The Statement requires that the assets, liabilities and noncontrolling interests of a business
combination be measured at fair value at the acquisition date. The acquisition date is defined as the date an
acquirer obtains control of the entity, which is typically the closing date. The Statement requires that all
acquisition and restructuring related costs be expensed as incurred and that any contingent consideration be
measured at fair value and recorded as either equity or a liability with the liability remeasured at fair value in
subsequent periods. The Statement is effective January 1, 2009. Management is currently evaluating the
impact this Statement may have on the Company's financial position and results of operations reiated to future
acquisitions.
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Note 1—Summary of Significant Accounting Policies and Nature of Operations (Continued)
Noncontrolling Interest in Consolidated Financial Statements

In Decernber 2007, the FASB issued SFAS No. 160, “Noncontrotling Interests in Consclidated Financial
Statements—an amendment to ARB No. 51.” The Statement requires that a noncontrolling interest (formerly
minority interest) be measured at fair value at the acquisition date and be presented in the equity section on the
balance sheet. The Statement requires that purchases or sales of equity interests that do not result in a change
in control be accounted for as eguity transactions with no resulting gain or loss. If control is lost, the
noncontrolling interest is remeasured to fair value and a gain or loss is recorded. The Statement is effective
January 1, 2009. Management believes that adopting this Statement will not have a material impact on the
Company's financial position or results of operations.

Note 2—Discontinued Operations

The Company’s discontinued operations consist of two separate businesses: international correspondent
banking and retirement recordkeeping services. During 2005, the Bank sold its international correspondent
banking operations to Wachovia Bank, N.A. for $245 miltion. This business consisted of international payment
and trade processing along with the related lending activities. All of the offices designated for disposal were
closed as of June 30, 2006. During 2006, the Bank received an additional $4 million as a contingent
purchase price payment.

In the third quarter of 2007, the Bank entered into a Deferred Prosecution Agreement (DPA) with the
United States Department of Justice (DOJ} concerning past violations of the Bank Secrecy Act and other
anti-money laundering laws and regulations {(BSA/AML) that occurred in its now discontinued international
banking business and paid $21.6 million to the DOJ. For additiona! information, refer to Note 24 to these
consclidated financial statements.

In November 2007, the Company entered into an agreement to sell its retirement recordkeeping business
to Prudential Retirement, a subsidiary of Prudential Financial, Inc. for $103.0 million. The transaction closed
in December 2007, and the Company recorded a pre-tax gain of $94.7 million. The pre-tax gain reflects .
transaction costs of $2.1 million and the elimination of intangible assets of $6.2 million, which inciudes
goodwill of $4.8 million attributed to this business. The retirement recordkeeping business was previously
included in the Retail Banking reportable business segment.

Both transactions have been accounted for as discontinued operations. All prior period financial
statements, except where specifically mentioned, have been restated to reflect this accounting treatment. The
assets and liabilities of the discontinued operations have been separately identified on our consolidated
balance sheet and the assets are shown as “'held for sale” at the lower of cost or fair value less costs to dispose.
The average net assets or liabilities of our discontinued operations are reflected in our analysis of net interest
margin. Interest expense (income) was attributed to discontinued operations based on average net assets
(liabilities}.
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Note 2—Discontinued Operations (Contihued)
International Correspondent Banking Business (ICBB) Discontinued Operations

Substantiaily all of the assets and liabilities of the international correspondent hanking business were
liquidated as of March 31, 2007. At December 31, 2006, the assets and liabilities identified as the ICBB
discontinued operations were comprised of the following:

{Dollars in thousands) December 31, 2006
Assets

Cash and due from banks . . . . . ... i e e $18,422
LOaMS s ot e e e e e e e e e e 1,337
Due from customers on acCeptances . ... oo vt it i e e 377
Other assets . . . . . e e e e 304
Assets of ICBB discontinued operations to be disposed orsold . . ... ........... $20,440
Liabilities '

Other Habilities . . . oo et e e e $ 4,585
Liabilities of ICBB discontinued operations to be extinguished or assumed ........ $ 4,585

The components of income from the international correspondent banking business for the years ended
December 31, 2005, 2006 and 2007 are:

For the Years Ended December 31,

{Dollars in thousands) 2005 2006 2007
Net interest inCome . .. ... i $ 20252 $ 871 $% —
Provision for loan losses. . . .. . . .. o o i i e 6,683 —_ —
Noninterest income . . .. .. ... i it e 298,725 13,110 —
Noninterest eXpense . . . . ... ittt e 106,712 31,038 23,244
Income (loss} from ICBB discontinued operations before income

BaXES . . e 205,582 {17,057) (23,244)
Income tax expense (benefit) . .......... ... .. . ... ..., 73,289 (6,310) (582)
Income {loss) from ICBB discontinued operations . ... ........ $132,293 $(10,747) $(22,662)

Interest expense attributed to this discontinued operations was based on average net assets. The amount
of interest expense allocated to discontinued operations during the years ended December 31, 2005, 2006
and 2007 was $15.5 million, $1.8 million and zero, respectively.

Noninterest income for this discontinued operations for the years ended December 31, 2005 and 2006
included gains on sale of the business of $228.8 million and $4.0 million, respectively. Noninterest expense
for the year ended December 31, 2005 included approximately $22.0 million of severance expense. In
addition, compliance related expenses were $32.8 million and $8.7 miilion for the years ended December 31,
2005 and 20086, respectively. Noninterest expense for the year ended December 31, 2007 included the
$21.6 million paid to the DOJ and related legal and other outside services costs of $1.6 million. The income
tax benefit of $0.6 million for the year ended December 31, 2007 reflects the nondeductibility of the
$21.6 million payment to the DOJ.
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Note 2—Discontinued Operations (Continued)
Retirement Recordkeeping Business {RRB) Discontinued Operations

At December 31, 2006 and 2007, the assets and liabilities identified as the RRB discontinued operations
consisted of the following:

December 31,
{Dollars in thousands) 2006 2007
Assets
Premises and equipment, net . . ... ... . . .. . . . $ 1643 % 1,086
Intangible assets . ... ... ... - 2,683 —
Other assets . . . . . 7,552 6,518
Assets of RRB discontinued operations to be disposed orsold . . . .. ..... .. $ 11,884 $ 7,604
Liabilities
Interest bearing deposits . . . .. v v e $118,686 % 98,516
Other liabilities . . . . ... e e 454 9,483
Liabilities of RRB discontinued operations to be extinguished or assumed . ... $119,140 $107,999

The components of income from the RRB discontinued operations for the years ended December 31,
2005, 2006 and 2007 are:

For the Years Ended December 31,

{Dollars in thousands) 2005 2006 2007

Net interest inCOme . ... .. ot e $ 3540 $ 4813 §$ 4,703
Noninterestincome . . .. ... ... 0 i 45,170 47,556 142,892
Noninterest eXpense . . .. .. ... i e 55,163 48 439 52,429
Income {loss) from RRB discontinued operations before income taxes . (6,453} 3,930 95,166
Income tax expense (benefit) . .. .. ... .. .. ... .. .. ... (2,376) 1,502 34,276
Income (loss) from RRB discontinued operations .. ........... $(4,077) § 2,428 % 60,890

The RRB's net interest income for the years ended December 31, 2005, 2006 and 2007 included the
allocation of interest income (based on its average net liabilities) of $3.9 million, $5.2 million and
$5.1 million, respectively. Noninterest income for the years ended December 31, 2005, 2006 and 2007
consists primarily of trust fees except for 2007, which includes the pre-tax gain of $94.7 million on the sale of
RRB. For the year ended December 31, 2007, noninterest expense included an $8.7 million charge for
severance and retention expenses.
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Note 3—Securities

The amortized cost, gross unrealized gains, gross unrealized losses, and fair values of securities are
presented below.

Securities Available For Sale

December 31,
2005 2006 2007
Gross Gross Gross Gross
Amortized Unrealized Unrealized Amortized Unrealized Unreafized

{Dollars in thousands) Fair Value Cost Gains Losses Fair Value Cost Gains Losses Fair Value
U.S. Treasury . ... ..... $ 49959 % 60,060 % 3% 189 % 59,874 % 1,008 % — % — % 1,008
Other U.S. government . . . . 888,392 751,636 109 7,548 744,197 704,391 8.362 645 712,108
Mortgage-backed securities . . 5,235,534 5,744,088 11,015 110,092 5,645,011 5,733,837 34,746 46,604 5,721,979
State and municipal . . . . . . 69,394 58,855 3,419 308 61,966 53,694 3,118 56 56,756
Asset-backed and debt

securities . . ... ... .. 1,913,625 2,210,983 12,139 3,441 2219681 2,157,455 3,942 212,542 1,948,855
Equity securities ., . . .. ... 11,110 23,007 1,165 — 24,172 12,564 508 — 13,072
Foreign securities . . .. ... 1,266 1,321 - — 1,321 1,393 — — 1,393

Total securities available for

sale ... $8,169,280 $8,849,950 $27,B50 $121,578 $8,756,222 $8,664,342 $50,676 $259,847 $8,455,171

For the years ended December 31, 2005, 2006 and 2007, interest income included $3.4 million,
$3.1 million and $2.9 million, respectively, from non-taxable securities. For the years ended December 31,
2005, 2006 and 2007, dividend income was $4.4 million, $4.1 millicn and $7.3 million, respectively.

The amortized cost and fair value of securities, by contractual maturity, are shown below. Expected
maturities may differ from contractual maturities because borrowers may have the right to call or prepay
obligations, with or without call or prepayment penalties.

Maturity Schedule of Securities

Securities
Available for Sale!®

December 31, 2007

. Amortized Fair

(Daollars in thousands) Cost Value
Dueinoneyear or l8SS . . . ... ittt e $ 151,030 % 150,369
Due after one year through fiveyvears . . .. .. ... ... .. ........ 666,200 675,268
Due after five years through tenyears . . . . . ... ... o it 2,955,631 2,856,122
Due after ten ¥ears . . . . . .. .. e 4,878,917 4,760,350
Equity securitiest® . . . . ... e 12,564 13,072
Total SeCUMtIBS . . . . o e e e e $8,664,342 $8,455,171

1) The remaining contractual maturities of mortgage-backed securities are classified without regard to prepayments. The contractual
maturity of these securities is not a refiable indicator of their expected life since borrowers have the right to repay their obligations at
any time.

@ Equity securities do not have a stated maturity.
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Note 3—Securities (Continued).

In 2005, proceeds from sales of securities available for sale were $1.6 billion with gross realized gains of
$0.7 million and gross realized losses of $50.7 miltion. In 20086, proceeds from sales of securities available for
sale were $144 million with gross realized gains of $2.9 million and gross realized losses of $0.7 million. The
loss of $0.7 million in 2006 resulted from the recognition of an other-than-temporary impairment. In 2007,
proceeds from sales of securities available for sale were $353 million with gross realized gains of $1.6 million
and no gross unrealized losses.

Analysis of Unrealized Losses on Securities Available for Sale

At December 31, 2006 and 2007, the Company's securities available for sale, shown below, were in a
continuous unrealized loss position for the periods less than 12 months and 12 months or more.

December 31, 2006

Less than 12 months 12 months or more Total
Fair Unrealized Fair Unrealized Fair Unrealized

(Dollars in thousands) Value Losses  Count Value Losses  Count Value Losses  Count
US. Treasury ... .............. $ — % — — % 49875 % 189 1 $ 49875 % 189 1
Other U.S. government . . . ., .. ... .. 146,098 651 3 547,990 6,897 18 694,088 7,548 21
Mortgage-backed securities . . . .. ... .. 707,334 2,186 31 3,660,514 107,906 265 4,367,848 110,092 296
State and municipal . . ... ... ... L. 1,194 2 2 25,674 306 86 26,868 308 88
Asset-backed and debt securities . . . . . . . 99,497 466 11 239,936 2,975 22 339,433 3,441 33

Total securities available for sale , . , . , . $ 954,123 $ 3,305 47 $4,523989 $118,273 392 $5478,112 $121,578 439

December 31, 2007

Less than 12 months 12 months or more Total
Fair Unrealized Fair Unrealized Fair Unrealized

(Dallars in thousands) Value Losses  Count Value Losses  Count Value Losses  Count
WS Treasury . .. v vv v v e i 3 1,008 % — 13 — 3 - — 3 1,008 % — 1
Other U.S. government . . . . ... ..... — — — 103,355 645 4 103,355 645 4
Mortgage-backed securities . . . . . .. ... 84,878 615 7 2,919,654 45989 246 3,004,532 46,604 253
State and municipal . . .. ... ....... — — — 9,832 56 36 9,832 56 36
Asset-backed and debt securities . . . . . .. 1,624,623 194,963 218 283,706 17,579 29 1,908,329 212,542 247

Total securities available for sate . . . . . . $1,710,509 $195,578 226 $3,316,547 $ 64,269 315 $5027.056 $259,847 541

The Company's securities are primarily investments in debt securities, which the Company has the ability
and intent to hold until recovery of the carrying value. The following describes the nature of the investments,
the causes of impairment, the severity and duration of the impairment, if applicable, and a discussion
regarding how the Company has determined that the unrealized loss is not other-than-temporary.

U.S. Treasury Securities .

U.S. Treasury securities are securities backed by the full faith and credit of the United States government
and therefore have no risk of default. These securities are issued at a stated interest rate and mature within one
year. All of the unrealized losses on U.S. Treasury securities resulted from rising interest rates subsequent to
purchase. Unrealized losses will decline as interest rates fall to the purchased yield and as the securities
approach maturity. Since the Company has the ability and intent to hold the U.S. Treasury securities until
recovery of the carrying value, which could be maturity, the unrealized loss is considered temporary.
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Note 3—Securities (Continued)
Other U. 8. Government Securities

Other U.S. Government securities are securities issued by one of the several Government-Sponsored
Enterprises (GSEs) such as Fannie Mae, Freddie Mac, Federal Home Loan Banks or Federal Farm Credit Banks.
They are not backed by the full faith and credit of the United States government. These securities were issued
with a stated interest rate and mature in less than five years. All of the unrealized losses on other U.S.
Government securities resulted from rising interest rates subsequent to purchase. Unrealized losses will
decline as interest rates fall to the purchased yield and as the securities approach maturity. Since the Company
has the ability and intent to hold the other U.S. Government securities until recovery of the carrying value,
which could be maturity, the unrealized loss is considered temporary.

Mortgage-Backed Securities

Our mortgage-backed securities consist primarily of agency mortgage securities guaranteed by a GSE
such as Fannie Mae or Freddie Mac and relatively small amounts of AAA-rated private label mortgage
securities. These securities are collateralized by residential mortgage loans and may be prepaid at par prior to
maturity. All of the unrealized losses on the Agency mortgage-backed securities resulted from rising interest
rates subsequent to purchase and in the case of private label mortgage securities, additional credit spread
widening since purchase. Given their strong credit quality, the likelihood of credit loss is remote, the securities
are excluded from the periodic evaluation of other-than-temporary impairment. The securities are subject to
the provisions of SFAS No. 91, “Accounting for Non-refundable Fees and Costs Associated with Originating or
Acquiring Loans and Initial Direct Costs of Leases,” and any purchased premiums in excess of the par amount
are evaluated for recoverability on a quarterly basis and the result of that evaluation is recorded in interest
income. Unrealized losses, beyond the purchased premium, will decline as interest rates fall to the purchased
yield and as the securities approach contractual or expected maturity. Since the Company has the ahility and
intent to hold the mortgage-backed securities until recovery of the par amount, which could be maturity, the
unrealized loss is considered temporary.

State and Municipal Securities

State and municipal securities are primarily securities issued by state and local governments to finance
operating expenses and various projects. These securities are issued at a stated interest rate and have varying
expected maturities ranging up to 31 years. The majority of the unrealized losses on the state and municipal
securities resulted from rising interest rates subsequent to purchase. Unrealized losses will decline as interest
rates fall to the purchased yield and as the securities approach maturity. Since the Company has the ability and
intent to hold the state and municipal securities until recovery of the carrying value, which could be maturity,
the unrealized loss is considered temporary.

Asset-Backed and Debt Securities

Asset-backed and debt securities consist of credit card receivable securities and collateralized loan
obligations (CLOs). Certain of these CLOs are highly illiquid and for which fair values are difficult to obtain.
Unrealized losses arise from rising interest rates, widening credit spreads, credit quality of the underlying
collateral and the market's opinion of the performance of the fund managers. Cash flow analysis of the
underlying collateral provides an estimate of other-than-temporary impairment, which is performed quarterly
on those securities below Aa investment grade. Any security with a change in credit rating is also subject to
cash flow analysis to determine whether or not an other-than-temporary impairment exists. During 2007, the
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Note 3—Securities (Continued)

fair value of the CLO portfolio was adversely impacted by the liquidity crisis caused by the subprime loan
industry. Although none of the CLOs in the Company’s portfolio contain subprime loan assets, widening credit
spreads caused their value to decline. Since the securities do not have observable credit quality issues and the
Company has the ability and intent to hold the asset-backed and debt securities until recovery of the carrying
value, which could be maturity, the unrealized loss is considered temporary.

Collateral

The Company reports securities pledged as collateral in secured borrowings and other arrangements
when the secured party can sell or repledge the securities. These securities have been separately identified. If
the secured party cannot resell or repledge the securities of the Company, those securities are not separately
identified. As of December 31, 2006 and 2007, the Company had collateral pledged for borrowings and to
secure public and trust department deposits and for other purposes as required or permitted by law of
$2.7 billion and $4.3 hillion, respectively. These secured parties are not permitted to resell or repledge those
securities.

As of December 31, 2006, the Company had accepted $10.3 million of securities as collateral that it is
permitted by contract to sell or repledge. At December 31, 2007, the Company had not accepted any such
collateral.

Note 4—Loans and Allowance for Loan Losses

A summary of loans, net of unearned interest and fees (costs) of $1 million and ($15) million, at
December 31, 2006 and 2007, respectively, is as follows:

December 31,
(Dollars in thousands) 2006 2007
Commercial, financial and industrial’™ . . . . ... ... ... ... ... .. $12,944,771 $14,563,477
Construction . . .. .. .. 2,175,545 2,406,729
Mortgage:
Residential . . ... ... . . . e 12,343,792 13,827,241
Commercial . ... e 6,028,242 7,021,299
Total mortgage . . . ... ... . 18,372,034 20,848,540
Consumer:
Installment . .. ... e 1,137,401 1,327,348
Revolving lines of credit ... ... ... ... .. .. . . .. . .. ... . ... 1,401,173 1,334,132
Total consumer. .. ... . . . e 2,538,574 2,661,480
Lease financing ... .. ... ... .. . ... .. e 581,203 654,467
Total loans held for investment . ............... ... ..... 36,612,127 41,134,693
Total loans held forsale . . .. ....... ... ... . . ... ... ... 55,596 69,495
Total loans . . . ..., . . i S 36,671,723 41,204,188
Allowance for loan 10sses . . . . . ... oo e 331,077 402,726
Loans, Net . . ... e $36,340,646 $40,801,462

' Included in commercial, financial and industrial loans at December 31, 2006 and 2007 were overdrafts from various deposit
accounts of $100.3 million and $125.8 million, respectively.

F-77




UnionBanCal Corporation and Subsidiaries

Notes to Consolidated Financial Statements
December 31, 2005, 2006 and 2007 {Continued)

Note 4—Loans and Allowance for Loan Losses (Continued)

Changes in the allowance for loan losses were as follows:
Years Ended December 31,

{Dollars in thousands) 2005 2006 2007
Balance, beginning of year . . ......... ... ... . ... ..., $399,156 $351,532 $331,077
loanscharged off . . . .. ... ... ... ... .. {46,545)  (40,655) (18,604)
Recoveries of 1oans previously charged off . .. ... .......... 49,555 25,207 8,489
Total net loans charged off (recovered) . . . ... ... ........ 3,010 (15,448) (10,115)
{Reversal of) provision for allowance for loan losses . . ... ... .. (50,683) {5,000) 81,000
Foreign translation adjustment . .. . .. ... ... ... ... ...... 49 (7 764
Ending balance cof allowance forloanlosses............... 351,632 331,077 402,726
Allowance for off-balance sheet commitment losses . . .. ... ... 86,375 81,374 90,374
Allowances for credit losses balance, end of year ... ... .. ... $437,907 $412,451 $493,100

Nonaccrual loans totaled $42 million and $56 million at December 31, 2006 and 2007, respectively.
There were no troubled debt restructurings at December 31, 2006 and 2007. Loans 90 days past due and stiil
accruing totaled $9.3 million and $20.1 million at December 31, 2006 and 2007, respectively.

Loan Impairment

Impaired loans of the Company include commercial, financial and industrial, construction and
commercial mortgage loans designated as nonaccrual. When the value of an impaired loan is less than the
recorded investment in the loan, a portion of the Company's allowance for loan losses is allocated as an
impairment allowance.

The Company’s policy for recognition of interest incomne, charge offs of loans, and application of payments
on impaired loans is the same as the policy applied to nonaccrual loans.

The following table sets forth information about the Company’s impaired loans.
December 31,

{Dollars in thousands) 2005 2006 2007
Impaired loans with an allowance . ... .................... $58,892 $26,739 155,522
Impaired loans without an allowance™ . . ... ... ... ... .. ... — — 208

Total impaired loans!? . ... ... ... ... . ... $58,892 $26,739 $55,730
Allowance for impaired 10anS . . .. ... ... $13,293 $ 2,975 $11,250
Average balance of impaired loans during the year . .. .......... $45,769 $26,833 $40,460
Interest income recognized during the year on nonaccrual loans at

December 3100 $16,426 $ 3,636 $ 3,812

' These loans do not require an allowance for credit losses under SFAS No. 114 since the fair values of the impaired loans equal or
exceed the recorded investments in the loans.

@ Total impaired loans were evaluated for impairment using three measurement methods as follows: $45 million, $6 million and
$41 million were evaluated using the present value of the expected future cash flows at December 31, 2005, 2006 and 2007,
respectively; $3 million, $11 million and $0 were evaluated using the fair value of the collateral at December 31, 2005, 2006 and
2007, respectively; and $11 million, $10 million and $15 million were evaluated using historical loss factors at December 31,
2005, 2006 and 2007, respectively.

B3t Reflects both interest income recognized on an accrual basis and on a cash basis.
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Note 4—Loans and Allowance for Loan Lesses (Continued)
Related Party Loans

In some cases, the Company makes loans to related parties including its directors, executive officers, and
their affiliated companies. Such loans are recorded in loans on the consolidated balance sheet. At
December 31, 2007, related party loans outstanding to individuals who served as direclors or executive
officers and their affiliated companies at anytime during the year totaled $13 million. The comparable figure at
December 31, 2006 totaled $20 miltion. In the opinion of management, these related party loans were made
on substantially the same terms, including interest rates and collateral requirements, as those terms prevailing
in the market at the date these loans were made. During 2006 and 2007, there were no loans to related
parties that were charged off. Additionally, at December 31, 2006 and 2007, there were no loans to related
parties that were nonperforming.

During 2006 and 2007, the Company extended credit to BTMU, its majority stockholder, in the form of
overdrafts in BTMU’s accounts with the Company in the ordinary course of business. There were no overdraft
balances outstanding as of December 31, 2006 and 2007,

Note 5—Goodwill and Other Intangible Assets

The table below reflects the Company's identifiable infangible assets and accumulated amortization on a
continuing operations basis at December 31, 2006 and 2007. The identifiable intangible assets retated to the
discontinued operations of the retirement recordkeeping business have been excluded from this table. In
December 2007, $1.4 million of net identifiable intangible assets were eliminated as part of this disposition.

December 31, 2006 December 31, 2007
Gross Net Gross Net
Carrying Accumulated Carrying Carrying Accumulated Carrying
Dollars in thousands Amount Amortization Amount Amount Amortization Amount
Core Deposit Intangibles' . . .. $59,979 $(49,020) $10,959 $51,698 $(45,240) $ 6,458
Rights-to-Expiration . .. ... .. 36,608 (21,320} 15,288 36,608 (24,498) 12,110
Total ................ $96,587 $(70,340) %$26,247 $88,306 $(69,738) $18,568

i Upon the full amortization of the core deposit intangibles, the 2007 carrying amount and accumuiated amortization of $8.2 million
were eliminated.
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Note 5—Goodwill and Other intangible Assets (Continued)

Total amortization expense on a continuing operations basis for 2005, 2006 and 2007 was
$16.8 million, $11.6 million and $7.7 million, respectively.

Core Deposit  Rights-to-  Total Identifiable

Intangibles Expiration Intangible

Estimated amortization expense for the years ending®):
2008 . $2681 % 2,687 $ 5,368
2009 ... e e e e 1,571 2,254 3,825
2000 L e 800 1,870 2,670
201l e 443 1,631 1,974
2002 e 336 1,229 1,565
thereafter . . . . . . . . e e 627 2,539 3,166
Total amortization expense after December 31, 2007 .. ... .. $6,458 $12,110 $18,568

() The above table reflects amortization expenses on a continuing operations basis.

The changes in the carrying amount of goodwill, which is reported on a consolidated Company basis,
during 2005, 2006 and 2007, are shown below. The correction of an error in 2005 in the recognition of
deferred taxes related to certain bank acquisitions is included in the table. This error had no impact on net
income. In 2007, the Company eliminated $4.8 million in goodwill related to discontinued operations. For
further information on discontinued operations see Note 2 to these consolidated financial statements.
Additionally, the Company's annual impairment testing for 2005, 2006 and 2007 resulted in no impairment
of goodwill,

{Dollars in thousands) 2005 2006 2007

Goodwill, beginning of year. . . .. ... .. e $450,961 $454,015 $453,489
Contingent period adjustments . . ........ ... .. . (1,466) — —
Adjustment for contingent consideration .. ............ ... 1,993 {526) —
Correction of an errar . . . . . .. o o e 2,627 - —
Elimination of goodwill related to discontinued operations . . . . .. — — (4,771)
Goodwill, endof year ... ... .. $454,015 $453,489 $448,718
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Note 6—Premises and Equipment

Premises and equipment are carried at cost, less accumulated depreciation and amortization. Software in
developrment is included in other assets. As of December 31, 2006 and 2007, the amounts were as follows:

December 31,
2006 2007
Accumulated Accumutated
Depreciation and  Net Book Depreciation and  Net Book

(Dollars in thousands} Cost Amartization Value Cost Amortization Value
Land . ........... $ 64816 3% — $ 64816 % 64,192 § — $ 64,192
Premises . .. ....... 480,838 239,879 240,959 506,880 264,681 242,199
Leasehold

improvements . . . .. 208,936 141,485 67,451 230,018 157,507 72,511
Furniture, fixtures and

equipment . ... ... 600,334 479,807 120,427 621,625 510,330 111,295

Total ........... $1,354,924 $861,271 $493,663 $1,422,715 $932,518 $490,197

Rental, depreciation and amortization expenses were as follows:

Years ended December 31,

{Dollars in thousands) 2005 2006 2007
Rental Expense of Premises . .. ......... ... ... .. .. .. ... $60,236 $53,749 $57,023
Less: rental iNCOME . . . . .t e e e 12,961 11,642 10,367
Net rental eXpense . ... i $47,275 $42,107 $46,656
Other net rental expense, primarily for equipment . .. . ... .. ... .. $ 482 § 622 $ 728
Depreciation and amortization of premises and equipment . ... .. .. $87,650 $89,401 $85,199

Future minimum lease payments are as follows:

{Dollars in thousands) December 31, 2007
Years ending December 31,
2008 . e e $ 58,474
2000 . . e 55,628
2000 . e e e 50,106
4 0 1 0 41,965
2002 e e e e 26,463
Later YRAIS . . . . . e e 91,611
Total minimum operating lease payments . . . . ... ... . o $324,247
Minimum rental income due in the future under noncancellable subleases ........ $ 2,286
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Note 6—Premises and Equipment {Continued)

The lease payments above include $4.9 million for leased properties that relate to discontinued
operations on retirement recordkeeping services.

A majority of the leases provide for the payment of taxes, maintenance, insurance, and certain other
expenses applicable to the leased premises. Many of the leases contain extension provisions and escalation
clauses.

At December 31, 2006 and 2007, the Company had recorded a liability of $4.6 million and $4.1 million,
respectively, for asset retirement obligations related to both continuing and discontinued cperations. These
obligations include environmental remediation on buildings and the removal of leasehold improvements from
leased premises to be vacated. Additional obligations for hazardous material disposal and premise restoration
related to continuing operations are not estimable due to the uncertainty of disposal or lease termination dates.

Note 7—Other Assets
Cost Basis

The Company invests in private capital funds either directly in privately held companies or indirectly
through private equity funds. These investments are carried at cost. The investments' fair value is estimated
quarterly based on a company’s business model, current and projected financial performance, liquidity and
overall economic and market conditions. If fair value is estimated to be below cost, an evaluation for
other-than-temporary impairment is performed. If any of the factors used to determine fair value indicate that a
forecasted recovery is beyond a reasonable period of time, an other-than-temparary impairment is recorded. At
December 31, 2006 and 2007, private capital investments had a carrying value of $127.9 million and
$137.4 million, respectively. There were no investments in private capital equity securities or funds with costs
in excess of fair value.

The Company records foreclosed assets at the lower of cost or fair value, less selling expenses. At
December 31, 2006 and 2007, the value of foreclosed assets was $0.6 million and $0.8 million, respectively.

Equity Method

The Company also invests in limited liability partnerships and other entities operating qualified affordable
housing projects to receive tax benefits in the form of tax deductions from operating losses and tax credits.
These low-income housing credit (LIHC) investments provide tax benefits to investors in the form of tax
deductions from operating losses and tax credits. The unguaranteed LIHC investments are initially recorded at
cost, and the carrying value is amortized over the pericd of available tax credits and tax benefits. At
December 31, 2006 and December 31, 2007, unguaranteed LIHC investments were carried at the amortized
cost of $162.0 million and $257.2 million, respectively.

The Company also invests in guaranteed LIHC investments where the availability of tax credits are
guaranteed by a creditworthy entity. These investments are accounted for under the effective yield method. The
investments are initially recorded at cost and amortized over the period the tax credits are allocated to provide a
constant effective yield. At December 31, 2006 and December 31, 2007, the guaranteed LIHC investments
were carried at the amortized cost of $216.7 million and $225.3 million, respectively.

The Company invests in limited liability partnerships that operate renewable energy projects. Tax credits,
taxable income and distributions associated with these renewable energy projects are allocated to investors
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Note 7—Other Assets (Continued)

according to the terms of the partnership agreements. These investments are accounted for under the equity
method, with the initial investment recorded at cost and the carrying value adjusted for partnership allocations
received. These investments are tested annually for impairment, based on projected operating results and
realizability of tax credits. At December 31, 2006 and December 31, 2007, the carrying value of renewable
energy investments was $81.0 million and $134.1 million, respectively.

Note 8—Deposits

At December 31, 2007, the Company had $317.9 million in domestic interest bearing time deposits with
a remaining term of greater than one year, of which $75.9 million exceeded $100,000. Maturity information
for all domestic interest bearing time deposits with a remaining term of greater than one year is summarized
below.

(Dollars in thousands) December 31, 2007
Due after one year through two years . . . . .. ... ... ... . . . . $184,003
Due after two years through three years . . . . . ... .. ... ... .. .. . .. .. ...... 61,611
Due after three years through fouryears. . . .. ... ... ... ... . .. ... ..... 33,287
Due after four years through five years. . . . . . . . ... .. ... ... .. . ... . . .. ... 36,602
Due after five years . . . . .. . e 2,414
Total e $317,917

Note 9—Employee Pension and Other Postretirement Benefits

The following information inctludes both continuing and discontinued operations.

Retirement Plan

The Company maintains the Union Bank of California Retirement Plan (the Pension Plan), which is a
domestic noncontributory defined benefit pension plan covering substantially all of the employees of the
Company. The Pension Plan provides retirement benefits based on years of credited service and the final
average compensation amount, as defined in the Pension Plan. Employees become eligible for this Plan after
one year of service and become fully vested after five years of service. The Company’s funding policy is to make
contributions between the minimum required and the maximum deductible amount as allowed by the Internal
Revenue Code. Contributions are intended to provide not only for benefits attributed to services to date, but
also for those expected to be earned in the future.

Other Postretirement Benefits
General

The Company maintains the Union Bank of California Employee Health Benefit Plan, which in part
provides certain healthcare benefits for its retired employees and life insurance benefits for those employees
who retired prior to January 1, 2001, which together are presented as “other benefits.” The healthcare cost is
shared between the Company and the retiree. The life insurance plan is noncontributory. The accounting for
the Other Benefits Plan anticipates future cost-sharing changes that are consistent with the Company's intent
to maintain a level of cost-sharing at approximately 25 to 50 percent, depending on age and length of service
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Note S—Employee Pension and Other Postretirement Benefits (Continued)

with the Company. Assets set aside to cover such obligations are primarily invested in mutual funds and
insurance contracts.

The following table sets forth the fair value of the assets in the Company's defined benefit pension plan
and other postretirement benefit plan as of December 31, 2006 and 2007.

Pension Benefits QOther Benefits
Years Ended December 31, Years Ended December 31,

{Dollars in thousands) 2006 2007 2006 2007
Change in plan assets

Fair value of plan assets, beginning of year . . . . . ... $1,332,261 $1,595096 $137,156 $164,810
Actual returnon planassets .. ............... 195,241 138,894 19,865 10,512
Employer contributions . . . . .. ... oL oL 100,000 50,000 17,475 9,540
Plan participants’ contributions. . . ... . ......... — — 2,612 2,934
Benefitspaid . . . .. ... . . {32,406} {39,490y  (12,298) (14,193)
Fair value of plan assets, end of year . . . .. ... .... $1,595,096 $1,744,500 $164,810 $173,603

The following table provides the Company's actual period-end asset allocation by asset category for the
Pension Plan and Other Benefits Plan. The Plans do not hold any equity or debt securities issued by the
Company or any related parties.

Pension Plan Other Benefits Plan

December 31, December 31,
Asset Category 2005 2006 2007 2005 2006 2007
Domestic equity securities . . .. ... ... .. ... 49% 47% 46% 35% 38% 38%
International equity securities . . ... ....... .. ... 22 21 20 17 17 16
Fixed income debt securities . . . . .............. 29 27 29 22 22 24
Insurancecontracts . . . ... ... .. .. . . .., 0 0 0 26 23 22
Realestate .. ...... ... i 0 5 5 0 0 0
Total .. e m% 100% 100% 100% 100% 100%

The investment objective for the Company’s Pension Plan and Other Benefits Plan is to maximize total
return within reasonable and prudent levels of risk. The Plans' asset allocation strategy is the principal
determinant in achieving expected investment returns on the Plans’ assets. The asset allocation strategy favors
equities, with a target allocation of 67 percent equity securities, 28 percent debt securities and 5 percent in
real estate investments. Additionally, the Health Plan holds investments in an insurance contract with Hartford
Life that is separate from the target allocation. Actual asset allocations may fluctuate within acceptable ranges
due to market value variability. If market fluctuations cause an asset class to fall outside of its strategic asset
allocation range, the portfolio will be rebalanced as appropriate. A core equity position of domestic large cap
and small cap stocks will be maintained, in conjunction with a diversified portfolio of international equities and
fixed income securities. Plan asset performance is compared against established indices and peer groups to
evaluate whether the risk associated with the portfolio is appropriate for the level of return.

The Company periodically reconsiders the appropriate strategic asset allocation and the expected
long-term rate of return for plan assets. Management evaluates the investment return volatility of different
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Note 9—Employee Pension and Other Postretirement Benefits (Continued)

asset classes and compares the liability structure of the Company's plan to those of other companies, while
considering the Company’s funding policy to maintain a funded status sufficient to meet participants’ benefit
obligations, and reducing long-term funding requirements and pension costs. Based on this information, the
Company updates its asset allocation strategy and target investment aliocation percentages for the assets of
the plan, as well as adopts an expected long-term rate of return.

The following table sets forth the benefit obligation activity and the funded status for each of the
Company's plans at December 31, 2006 and 2007. In addition, the table sets forth the over/{under) funded
status recognized under SFAS No. 158 at December 31, 2006 and 2007. This pension benefits table does not
include the obligations for the Executive Supplemental Benefit Plans (ESBPs).

Pension Benefits Other Benefits

Years Ended December 31, Years Ended December 31,
{Dollars in thousands) 2006 2007 2006 2007
Accumulated benefit obligation . . ... ... .. ... ... $1,056,596  $1,156,309
Change in projected benefit obligation
Projected benefit obligation, beginning of year ... ... $1,176,738  $1,197,110 $167,583 $181,895
Service cost . .. . e 54,007 50,234 7.227 8,128
Interest cost . . . . ... .. .. 65,147 71,191 9,197 11,004
Plan participants’ contributions. . . .. ... .. ... ... — — 2,612 2,934
Actuarial loss (gain) .. .. ... ... ... ....... {66,376} 26,803 7,022 9,672
Medicare part D employer subsidy payments . . ... .. -— — 552 620
Benefitspaid . . . .. ... ... ... ... .. ... ..., {32,406} (39,490) (12,298) (14,193}
Projected benefit obligation, end of year . . . ... .. .. $1,197,110  $1,305,848 $181,895 $200,060
Over/(under) funded status . . ................ $ 397,986 $ 438,652 $(17,085) ${26,457)

Upon adoption of SFAS No. 158 at December 31, 2006, the Company recognized an adjustment to other
comprehensive income of $161.2 million, net of tax of $99.8 million. This adjustment for previously
unrecognized transition liabilities, prior service costs and actuarial losses was $125.6 million, net of tax for
pension benefits and $35.6 million, net of tax for other benefits. The Company also recorded a pension asset of
$398.0 million, other benefits liabilities of $17.1 miilion and a reduction of deferred taxes liabilities of
$99.8 million. The incremental effect of applying the recognition provisions of SFAS No. 158 on the
Company’s statement of financial position as of December 31, 2006 is as follows.

Before application of  Effect of Adjustment  After application of

{Dollars in thousands) SFAS No. 158 Increase/{Decrease) SFAS No. 158

Otherassets . . .....ovv i i $ 2,392,612 $(243,658) $ 2,148,954
Totalassets . ........ ..., $52,863,234 $(243,658) $52,619,576
Other liabilities . . .. ....... ... ........ $ 1,627,636 $ (82,471} $ 1,545,165
Total liabilities . ..................... $48,130,646 % (82,471) $48,048,175
Accumulated other comprehensive loss ... ... $ (98,187) $(161,187) $ (259,374)
Total stockholders’ equity . ... ........... $ 4,732,588 $(161,187) $ 4,571,401
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The following table illustrates the changes that would have been disclosed in accumulated other
comprehensive loss, before any income tax effect, if the recognition requirements of SFAS No. 158 had been
applied throughout the periods ended December 31, 2005 and 2006 as well as the changes that were
reflected in accumulated other comprehensive income during 2007. Pension benefits do not include the
ESBPs.

{Dollars in thousands) Pension Benefits Other Benefits
Amounts Recognized in Net Actuarial  Prior Service  Transition  Net Actuarial  Prior Service
Other Comprehensive Income (Gain)/Loss Costs Assets (Gain)/Loss Costs
Balance, December 31, 2004 . . . ... $ 320,340 $2,390 $16,279 $36,290 $(1,153)
Arising during theyear . ... ... .. .. 89,985 — — 18,090 —
Recognized in net income during the

YEAT . e (26,624)  (1,067) (2,035) (2,794) 96
Balance, December 31, 2005 . .. ... 383,701 1,323 14,244 51,586 {1,057)
Arising during the year . ... ... ..., (148,178) — — (979) —
Recognized in net income during the

VAL L e {32,361) (1,067) (2,034) (4,242) 96
Balance, December 31, 2006 ... ... 203,162 256 12,210 46,365 (961}
Arising during the year . . . .. ... ... 14,254 — - 12,782 -
Recognized in net income during the

= | S (16,009) (256} (2,035) (3,774) 96
Balance, December 31, 2007 ... ... $201,407 $ — $10,175 $55,373 $ (865)

At December 31, 2006 and 2007, the following amounts were recognized in accumulated other
comprehensive l0ss for pension, including ESBP’s and other benefits.

December 31, 2006

(Dollars in thousands) Pension Benefits Other Benefits
Gross Tax Net of Tax Gross Tax Net of Tax
Transition liability . .. ............ % — % — % — $12,210 % 4670 § 7,540
Net actuarial loss . .. ............ 203,162 77,709 125,453 46,365 17,735 28,630
Prior service costs . . . .. ... ....... 256 98 158 {961} (367) (594}
Adjustment for adoption of SFAS
No. 158 . ... ... .. ...... 203,418 77,807 125,611 57,614 22,038 35,576
Minimum pension liability adjustment . . 21,258 8,131 13,127 — — —

Pension and other benefits adjustment . . $224,676 385,938 $138,738 $57,614 $22,038 $35,576
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December 31, 2007

{Dollars in thousands) Pension Benefits Other Benefits
Gross Tax Net of Tax Gross Tax Net of Tax

Transition liability . . ... .......... $ — % — 3 — $10,175 $ 3,892 % 6,283
Net actuarial loss . . . ............ 201,407 77,038 124,369 55,373 21,180 34,193
Prior servicecosts. . . ... ......... — — — (865) (331L) (534}
Pension and other benefits adjustment . . 201,407 77,038 124,369 64,683 24,741 39,942
Executive Supplemental Benefits Plans
Net actuarial loss . .. ... ....... .. 22,393 8,565 13,828 — - —
Prior Service Costs .. ... ......... 202 77 125 — — —
Executive Supplemental Benefits Plans

Adjustment .. ............... 22,595 8,643 13,962 — — —

Pension and other benefits adjustment . .  $224,002 $85,681 $138,321 $64,683 $24,741 $39,942

The Company expects to make cash contributions of $12 million to the Other Benefits Plan for
postretirement benefits and no cash contributions to the Pension Plan in 2008.

Estimated Future Benefit Payments and Subsidies

The following pension and postretirement benefit payments, which reflect expected future service, as
appropriate, are expected to be paid over the next 10 years and Medicare Part D Subsidies are expected to be
received over the next 10 years. These tables do not include the ESBPs.

Pension Postretirement  Medical Part D

(Dollars in thousands}) Benefits Benefits Subsidies
Years ending December 31,

2008 | e e $ 42,139 $11,627 $ 798
2000 . e e 46,204 12,350 854
20010 . e 50,517 13,025 902
200 L e e e e 55,612 13,742 946
2012 e 61,743 14,202 Q97
Years 2013-2017 . . . . . e 410,355 80,448 5,774

The following tables summarize the assumptions used in computing the present value of the benefit
obligations and the net periodic benefit cost.

Pension Benefits Other Benefits
Years Ended December 31, Years Ended December 31,
2006 2007 2006 2007
Discount rate in determining net pericdic benefit
COSE e 5.50% 6.00% 5.50% 6.00%
Discount rate in determining benefit obligations at
yearend . ... ... ... . ... ... ... ... 6.00 6.00 6.00 6.00
Rate of increase in future compensation levels for
determining net periodic benefitcost . . .. ... .. 4.70 4,70 — —
Rate of increase in future compensation levels for
determining benefit obligations at yearend . . . . . 470 4.70 — —
Expected returnon plan assets . ............. 8.25 8.25 8.25 8.25
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Pension Benefits Other Benefits
Years Ended December 31, Years Ended December 31,
(Dollars in thousands) 2005 2006 2007 2005 2006 2007
Components of net periodic benefit
cost

Servicecost . ....... ... ... $45530 $ 54,007 $ 50,234 $ 6,203 $ 7,227 $ 8,127
Interestcost . .............. 58,351 65,147 71,191 8,461 9,198 11,004
Expected return on plan assets ... (95,865) (113,439 (126,344) (10,401) (11,625} (13,912)
Amortization of prior service cost . . 1,067 1,067 256 {96) {96} {96}
Amortization of transition amount . — — — 2,035 2,034 2,035
Recognized net actuarial loss . ... 26,624 32,361 16,009 2,794 4,242 3,774

Total net periodic benefit cost .. $35,707 $ 39,143 $ 11,346 $ 8,996 $ 10,980 $ 10,932

At December 31, 2006 and 2007, the following amounts were forecasted to be recognized in 2007 and
2008 net periodic benefit costs. These tables do not include the ESBPs.

In 2007 in 2008
{Dollars in thousands) Pension Benefits Other Benefits Pension Benefits  Other Benefits
Transition liability . . . . .............. $ — $2,034 $ — $2,035
Net actuarial loss . . .. ............ .. 14,025 3,074 10,549 3,912
Prior servicecosts .. ............... 256 (96) — (96)
Amounts to be reclassified from
accumulated other comprehensive loss . . $14,281 $5,012 $10,549 $5,851

The Company's assumed weighted-average healthcare cost trend rates are as follows.

Year ended December 31,
2005 2006 2007

Health care cost trend rate assumed fornextyear .. .................. 8.93% 8.06% 9.36%
Rate to which cost trend rate is assumed to decline (the ultimate trend rate) . .. 5.00% 5.00% 5.00%
Year the rate reaches the ultimate trendrate . . .. ...... ... .. .. . ... 2011 2011 2013

The healthcare cost trend rate assumptions have a significant effect on the amounts reported for the
Health Plan. A one-percentage-point change in assumed healthcare cost trend rates would have the following
effects.

1-Percentage- 1-Percentage-

{Dollars in thousands) Point Increase  Point Decrease
Effect on total of service and interest cost components. . . ............ $ 2,816 $ (2,325)
Effect on postretirement benefit obligation . . .. ........ ... ... ... .. 21,935 (18,625)

Executive Supplemental Benefit Plans

The Company has several ESBPs, which provide eligible employees with supplemental retirement
benefits. The plans are unfunded. The accrued liability for ESBPs included in other liabilities in the
Consolidated Balance Sheets was $60 million and $62 million at December 31, 2006 and 2007,
respectively. The Company’s expense relating to the ESBPs for the periods ended December 31, 2005, 2006
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Note 9—Employee Pension and Other Postretirement Benefits (Continued)

and 2007, was $5.3 million, $6.4 million and $6.6 million, respectively. These plans had intangible assets of
$1.2 million as of December 31, 2005 and none as of December 31, 2006. Due to an additional minimum
liability, these plans also had accumulated other comprehensive loss before taxes of $17.0 million and
$21.3 million as of December 31, 2005 and 2006, respectively.

Section 401(k) Savings Plans

The Company has a defined contribution plan authorized under Section 401(k) of the Internal Revenue
Code. All benefits-eligible employees are eligible to participate in the plan. Employees may contribute up to
25 percent of their pre-tax covered compensation or up to 10 percent of their after-tax covered compensation
through salary deductions to a combined maximum of 25 percent. The Company contributes 50 percent of
every pre-tax dollar an employee contributes up to the first 6 percent of the employee’s pre-tax covered
compensation. Employees are fully vested in the employer’s contributions immediately. In addition, the
Company may make a discretionary annual profit-sharing contribution up to 2.5 percent of an employee's pay.
This profit-sharing contribution is for all eligible employees, regardless of whether an employee is participating
in the 401(k) plan, and is dependent upon on the Company's annual financial performance. All employer
contributions are tax deductible by the Company. The Company's combined matching contribution expense
was $23 million, $20 million and $20 million for the years ended December 31, 2005, 2006 and 2007,
respectively.

Note 10—Other Noninterest Income and Neninterest Expense

The details of other noninterest income and noninterest expense are as follows.

Other Noninterest [ncome
Years Ended December 31,

(Dollars in thousands) 2005 2006 2007
Private capital and other investment income .............. $ 35,307 $ 29,432 $ 58,583
International commissionandfees . .................... 11,316 96l6 8,074
Gains on sale of nonmortgage loans, net . . . ............ .. 122 313 531
Other . . e e e 83,604 86,295 88 224
Total other noninterest income . .......... ... . ....... $130,349 $125,656 $155,412

Other Noninterest Expense

Years Ended December 31,

{Dollars in thousands) 2005 2006 2007
Advertising and publicrelations . ... ...... ... .. ... ..... $ 36,677 % 43920 § 41,627
Data processing . . ..o v v 31,834 31,041 33,063
Travel . . . e 16,357 18,446 20,368
Printing and office supplies . . . . ... ... .. ... . .. ... 19,073 17,794 16,434
Intangible asset amortization. . .. ... ... . . . ... .. ... 16,822 11,591 7,679
Other . . .. .., 74,834 85,685 100,100
Total other noninterest expense. . . ................... $195,597 $208,477 $219,261
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Note 11—Income Taxes

The following table is an analysis of the effective tax rate on continuing operations.

Years Ended December 31,
2005 2006 2007

Federal income taxrate . . .. ... . . .. i 35% 35% 35%
Net tax effects of:
State income taxes, net of federal income tax benefit . . . ........... 2 2 5
California state tax refund, net of federal and state tax expense .. ... .. — (7) —
Taxcredits . . . .. . e (3} (4) {6)
Other . . e e (1) — —
Effective tax rate . ... ..o i i e e 33% 26% 34%

The effective tax rates on discontinued operations for the years ended December 31, 2005, 2006 and
2007 were 36%, 37% and 47%, respectively. The effective tax rate on discontinued operations for 2007 was
higher due to the nondeductibility of penalties.

The components of income tax expense were as follows.

Years Ended December 31,

(Dollars in thousands) 2005 2006 2007
Taxes currently payable:
Federal . ... ... .. . .. . e $265,880 $315,367 $242,247
State. . . .. 26,459 {89,826) 61,859
Foreign . . ... ... . ... 1,505 1,949 7,119
Total currently payable. . . ....... ... ... ........... 293,844 227,490 311,225
Taxes deferred:
Federal . .. ... .. . . . . 63,094 34,137 (18,456)
State . . ... e e e 3,317 8,498 482
FOreign . . . i e e e e (1,181) (4) (568)
TJotaldeferred ... ...... ... . . .. . 65,230 42,631 (18,542)
Total income tax expense on continuing operations . . ... .. 359,074 270,121 292,683
Income tax expense on discontinued operations . ........ 70,913 (4,808) 33,694
Total income tax expense . . .. ... ... . ... ... .... $429,987 $265,313 $326,377
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The components of the Company’s net deferred tax balances were as follows,

December 31,

(Dollars in thousands} 2006 2007
Deferred tax assets:
Allowance for loan and off-balance sheet commitment losses . . .. ....... $177,003 $199,284
Accrued income and eXpensE. . . . . . .. L. 80,182 78,034
Unrealized losses on pension benefits . ... ... .. ... .............. 109,982 85,713
Unrealized net losses on securities availableforsale . ............... 35,850 80,008
Unrealized net losses on cash flow hedges . . . .. ..... ... .. ... .... 16,975 —
State taxes . . . . . 9,683 46,923
Other . . e 5,570 45,483
Total deferred tax assets . .. ....... ... . . 435,145 535,445
Deferred tax liabilities:
LS . ottt e 508,825 507,675
Depreciation. . .. ... i 4,690 —
Intangibles . . . . o e 8,057 6,043
Pension liabilities . . . . . ... oo 230,624 245,532
Unrealized net gains on cash flow hedges .. ........... ... ... ... — 14,596
Other . . 2,246 748
Total deferred tax diabilities. . . . .. . ... .. . . . .. . . . 754,442 774,594
Net deferred tax liability . . .. ... ... oo $319,297 $239,149

It is management’s opinion that no valuation allowance is necessary because the tax benefits from the
Company’s deferred tax assets are expected to be realized through carrybacks to prior taxable years, future
reversals of existing temporary differences or in future tax returns.

The Company has filed its 2005 and 2006, and intends to file its 2007 California franchise tax returns on
the worldwide unitary basis, incorporating the financial results of MUFG and its worldwide affiliates. In 2007,
the Company recognized an $11.6 million state income tax expense to reflect the difference between the
estimate of California state tax expense for 2006 and the actual tax reported in the 2006 California franchise
tax return.

In 2006, the State of California Franchise Tax Board approved a settlement between the Company and the
State of California to recover taxes paid for the calendar years 1989 through 1995, The Company received a
refund of tax and interest of $113.7 million ($72.8 miilion net of federal and state taxes applicable to the
refund). The refund was recognized as a credit to state income tax expense in 2006.

in 200%, the Company reduced federal income tax expense by $10.0 million to reflect a reduction to its
reserve for estimated amounts owed to the Internal Revenue Service with respect to certain leverage leasing
transactions. The change in estimate reflected management's view of the liability based on settlement
discussions with the IRS Appeals Division. In 2005, the Company also recognized a $4.1 million state income
tax benefit primarily to reflect the difference between the estimate of California state tax expense for 2004 and
the actual tax reported in the 2004 California franchise tax return and $3.1 million of California Enterprise
Zone tax credits for which it qualified during the year.
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The changes in unrecognized tax benefits were as follows:

Year Ended
{Dollars in thousands) December 31, 2007
Balance, beginning of year .. ... ... .. . e $137,386
Gross increases as a result of tax positions taken during prior periods .. ... ...... 6,821
Gross decreases as a result of tax positions taken during prior periods . . . ... ... .. (11,347)
Gross increases as a result of tax positions taken during current period ........ .. 15,781
Reductions as a result of a lapse of the applicable statute of limitations . . . .. ... .. (10,859
Balance, endofyear . ............. ... ... e $137,682

Included in total unrecognized tax benefits as of December 31, 2007 was $84.6 million that, if
recognized, would result in adjustments to other income tax accounts, primarily deferred taxes. The amount of
unrecognized tax benefits that would affect the effective tax rate, if recognized, was $53.1 miilion.

Interest and penalties pertaining to unrecognized tax benefits are recognized in income tax expense. The
Company recognized $1.5 million of interest expense during the year ended December 31, 2007. As of
December 31, 2007, the Company had accrued $10.5 million of interest expense and no penalties related to
unrecognized tax benefits, The Company does not accrue interest income on income tax refunds until they are
realized.

During the next 12 months, it is reasonably possible that the statute of limitations pertaining to positions
taken by the Company with respect to certain affiliates in prior year state income tax returns may lapse. As a
result, the total amount of unrecognized tax benefits may decrease by zero up to $14.8 million. Should this
decrease occur, the net impact to income tax expense, including interest, would be up to $12.0 million. The
Company does not expect any other material increases or decreases to unrecognized tax benefits during the
next 12 months. However, the Company is subject to federal and state tax examinations, as well as ongoing
litigation concerning our lease-inflease-out (LILO) transactions. Therefore, the Company's estimate of
unrecognized tax benefits is subject to change based on new developments and information. The Company's
years open to examination by major jurisdictions are 2003 and forward.
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Note 12—Borrowed Funds
The following is a summary of the major categories of borrowed funds:

December 31,
(Dollars in thousands) 2006 2007

Federal funds purchased and securities sold under repurchase
agreements with weighted average interest rates of 5.18% and 4.29%

at December 31, 2006 and 2007, respectivelyM . . .. ... ... ... .. $1,083,927 $1,631,602
Commercial paper, with weighted average interest rates of 4.99% and
4.25% at December 31, 2006 and 2007, respectively . . ... ... ... 1,661,163 1,266,656

Other borrowed funds:
Federal Home Loan Bank borrowings, with weighted average interest
rates of 6.77% and 4.52% at December 31, 2006 and 2007,

respectively . . . . 1,000 949,000
Term federal funds purchased, with weighted average interest rates of
5.37% and 4.79% at December 31, 2006 and 2007, respectively . 351,700 805,970
All other borrowed funds, with weighted average interest rates of
4.26% and 5.23% at December 31, 2006 and 2007, respectively . 79,701 120,653
Total borrowed funds . .. .. ... . .. ... e $3,177,491 $4,773,881
Federal funds purchased and securities sold under repurchase
agreements:
Maximum outstanding at any monthend . ....... ... ... ... ... $1,083,927 $1,823,872
Average balance duringtheyear . ... ........... ... ... .. ... 701,614 1,142,487
Weighted average interest rate during the year™ ... ... ......... 4.80% 4.93%
Commercial paper:
Maximum outstanding atany monthend .. ..... ... ..., ..... $1,859,747 $1,875,647
Average balance duringthevyear . .. ........ ... ... ... ... ..... 1,582,226 1,549,681
Weighted average interest rate duringtheyear. . . . ... .......... 4.74% 4.92%

Other borrowed funds:
Federal Home Loan Bank borrowings:

Maximum outstanding at any monthend . ... ... ... ... ....... $ 5800 $§ 949,000
Average balance duringtheyear . . . ... ... .. .. ... ... ... ..., 2,657 35,312
Weighted average interest rate duringthevyear. . . .. ............ 8.05% 4.59%
Term federal funds purchased:

Maximum outstanding at any monthend .. ... .. ... ... ... ... $ 703,310 $2,005,340
Average balance during theyear . . .......... ... .. ... ... ... 217,646 716,115
Weighted average interest rate during theyear. . . ......... .. ... 5.28% 5.25%
All other borrowed funds:

Maximum outstanding at any monthend ... ... .............. $ 172,858 $ 120,653
Average balance duringtheyear . . ... ... ... . ... ... ... ... 74,674 62,151
Weighted average interest rate during theyear. . . .. ............ 4.89% 5.94%

M Weighted average interest rates provided relate to external funding and do not reflect the expenses allocated on net funding to
discontinued operations. For further information, see Note 2 to these Consolidated Financial Statements,
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At December 31, 2007, federal funds purchased and securities sold under repurchase agreements had a
weighted average remaining maturity of 15 days. The commercial paper outstanding had a weighted average
remaining tenure of 21 days.

At December 31, 2007, Federal Home Loan Bank borrowings had a weighted average remaining maturity
of 78 days. Other borrowed funds consist primarily of term federal funds purchased, which had a weighted
average remaining maturity of 16 days. Included in other borrowed funds in 2005 and 2006 are assumed
mortgage notes related to the Company’s administrative facility at Monterey Park, California. These notes were
assumed from an unrelated third party. At December 31, 2007, the notes consisted of 8 zero coupon notes
with varying maturity dates through 2011. Maturities of these notes for the next four years are as follows:
$5.6 million in 2008, $6.2 million in 2009, $6.2 miilion in 2010 and $6.4 million in 2011.

Note 13—Medium- and Long-Term Debt
The following is a summary of the Company's medium-term senior debt and long-term subordinated debt.

December 31,
(Dollars in thousands) 2006 2007

Medium-Term senior debt:
Floating rate notes due March 2009. These notes bear interest at
0.020% above 3-month London Interbank Offered Rate (LIBOR)., ... $ -— § 750,000
Long-Term subordinated debt:
Floating rate note with interest at 0.325% above 3-month LIBOR was

retired in June 2007 . . ... 199,976 —_
Fixed rate 5.25% notes due December 2013 . ... .............. 395,928 413,092
Fixed rate 5.95% notes due May 2016 . .. ... . ... .. .. 722,943 750,530
Total medium- and long-termdebt . . . ... ... ... ... ... .. .. $1,318,847 $1,913,622

Medium-Term Debt

On March 23, 2007, the Bank issued $750 million of Floating Rate Senior Bank Notes due on March 23,
2009. The Senior Notes were issued at 100 percent of their face value, and bear a floating interest rate of
3-month LIBOR plus 2 basis points. interest is payable and resets quarterly in March, June, September and
December of each year, with the first interest payment and interest reset date on June 23, 2007. The Senior
Motes are not redeemable at the opticn of the Bank prior to maturity or subject to repayment at the option of the
holders prior to maturity. For the year ended December 31, 2007, the weighted average interest rate of the
medium term debt, including the impact of the deferred issuance costs, was 5.46 percent.

Long-Term Debt

In June 2007, the Company retired $200 million of floating-rate subordinated debt payable to BTMU.
The note had an interest rate of 0.325% above the 3-month LIBOR rate, and was retired at par plus accrued
interest.

On December 8, 2003, the Company issued $400 million of long-term subordinated debt. For the year
ended December 31, 2007, the weighted average interest rate of the long-term subordinated debt, including
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Note 13—Medium- and Long-Term Debt {Continued)

the impact of the deferred issuance costs, was 5.38 percent. The notes are junior obligations to the Company’s
existing and future outstanding senior indebtedness.

The Company converted its 5.25 percent fixed rate on these notes to a floating rate of interest utilizing a
$400 million notional interest rate swap, which qualified as a fair value hedge at December 31, 2007. This
transaction meets all of the requirements for utilizing the shortcut method for measuring effectiveness under
SFAS No. 133, At December 31, 2007, the market value adjustment to the long-term debt was an unrealized
loss of $14.0 million and to the fair value of the hedge was an unrealized gain of $14.0 million. The weighted
average interest rate, including the impact of the hedge and deferred issuance costs, was .77 percent for the
year ended December 31, 2007.

On May 11, 2006, the Bank issued $700 million of ten-year subordinated notes due on May 11, 2016.
The subordinated notes, which were issued at a discount price of 99.61 percent of their face value, bear a fixed
interest rate of 5,95 percent, payable semi-annually on May 11 and November 11, with the first interest
payment date on November 11, 2006, For the year ended December 31, 2007, the weighted average interest
rate of the long-term subordinated debt, including the impact of the deferred issuance costs, was 6.07 percent.
The subordinated notes are junior obligations to the Bank’s existing and future outstanding senior
indebtedness and the claims of depositors and general creditors of the Bank. The subordinated notes are not
redeemable at the option of the Bank prior to maturity or subject to repayment at the option of the holders prior
to maturity.

The Bank converted its 5.95 percent fixed rate on these notes to a floating rate of interest utilizing
$700 million notional amount of interest rate swaps, which qualified as a fair value hedge at December 31,
2007. This transaction meets all of the requirements for utilizing the shortcut method for measuring hedge
effectiveness. At December 31, 2007, the market value adjustment to the long-term debt was an unrealized
loss of $52.8 million and to the fair value of the hedge was an unrealized gain of $52.8 million. After including
the impact of the related hedge, the amortization of the discount and the deferred issuance costs, the weighted
average interest rate of the subordinated notes was 5.83 percent for the year ended December 31, 2007.

Both fixed rate subordinated debt qualify as Tier 2 risk-based capital under the Federal Reserve Board
guidelines for assessing regulatory capital. For the Company's and the Bank's total risk-based capital ratios,
the amount of netes that qualify as capital is reduced as the notes approach maturity. For each of the years
ended December 31, 2006 and 2007, $1.1 billion of the notes qualified as risk-based capital for the
Company. For each of the years ended December 31, 2006 and 2007, $0.7 billion of the notes qualified as
risk-based capital for the Bank.

Provisions of the subordinated notes restrict the Company's ability to engage in mergers, consolidations
and transfers of substantially all assets.

Note 14—UnionBanCal Corporation—Junior Subordinated Debt Payable to Subsidiary Grantor Trust

On March 23, 2000, Business Capital Trust | issued $10 million preferred securities to the public and
$0.3 million common securities to the Company. The proceeds of such issuances were invested by Business
Capital Trust | in $10.3 million aggregate principat amount of the Company’s 10.875 percent debt securities
due March 8, 2030 (the Trust Notes). The Trust Notes represent the sole asset of Business Capital Trust |. The
Trust Notes mature on March 8, 2030, bear interest at the rate of 10.875 percent, payable semi-annually, and
are redeemable by the Company at a premium (with premivm declining each year) beginning on or after
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Note 14—UnionBanCal Corporation—Junior Subordinated Debt Payable to Subsidiary Grantor Trust
{Continued)

March 8, 2010 through March 7, 2020 plus any accrued and unpaid interest to the redemption date. On or
after March 8, 2020, the Trust Notes are redeemable by the Company at 100 percent of the principal amount.

Holders of the preferred and common securities are entitled to cumulative cash distributions at an annual
rate of 10.875 percent of the liquidation amount of $1,000 per capital security. The preferred securities are
subject to mandatory redemption upon repayment of the Trust Notes and are callable at a premium {with
premium declining each year) at 105.438 percent of the liquidation amount beginning on or after March 8,
2010 through March 7, 2020 plus any accrued and unpaid interest to the redemption date. On or after
March 8, 2020, the preferred securities are redeemable at 100 percent of the principal. Business Capital
Trust | exists for the sole purpose of issuing the preferred securities and investing the proceeds in the Trust
Notes issued by the Company.

On September 7, 2000, MCB Statutory Trust | completed an offering of 10.6 percent preferred securities
of $3.0 million to the public and $0.1 milion common securities to the Company. The proceeds of such
issuance were invested by MCB Statutory Trust | in $3.1 million aggregate principal amount of the Company's
10.6 percent debt securities due September 7, 2030 (the Trust Notes). The Trust Notes represent the sole
assets of MCB Statutory Trust |. The Trust Notes mature on September 7, 2030, bear interest at the rate of
10.6 percent, payable semi-annually and are redeemable by the Company at a premium (with premium
declining each year) beginning on or after September 7, 2010 through September 6, 2020 plus any accrued
and unpaid interest to the redemption date. On or after September 7, 2020, the Trust Notes are redeemable by
the Company at 100 percent of the principal amount.

Holders of the preferred securities and common securities are entitled to cumulative cash distributions at
an annual rate of 10.6 percent of the liquidation amount of $1,000 per capital security. The preferred
securities are subject to mandatory redemption upon repayment of the Trust Notes and are callable at a
premium {with premium declining each year) at 105.3 percent of the liquidation amount beginning on or after
September 7, 2010 through September 6, 2020 plus any accrued and unpaid interest to the redemption date.
On or after September 7, 2020, the preferred securities are redeemable at 100 percent of the principal
amount. MCB Statutory Trust | exists for the sole purpose of issuing the preferred securities and investing the
proceeds in the Trust Notes issued by the Company.

The weighted average interest rate for all Trust Notes were 6.31 percent and 6.50 percent for the years
ended December 31, 2006 and 2007, respectively.

Note 15-—Dividend Reinvestment and Stock Purchase Plan

The Company has a dividend reinvestment and stock purchase plan for stockholders. Participating
stockholders have the option of purchasing additional shares at the full market price with cash payments of
$25 to $3,000 per quarter. The Company obtains shares required for reinvestment primarily through open
market purchases. During 2005, 2006 and 2007, 88,560 shares, 102,449 shares and 128,989 shares,
respectively, were required for dividend reinvestment purposes and none of which were considered new
issuances. BTMU did not participate in the plan in 2005, 2006 or 2007.
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Note 16—Management Stock Plans

The Company has two management stock plans. The Year 2000 UnionBanCal Corporation Management
Stock Plan, as amended (the 2000 Stock Plan), and the UnionBanCal Corporation Management Stock Plan,
restated effective June 1, 1997 {the 1997 Stock Plan), have 20.0 million and 6.6 million shares, respectively,
of the Company's common stock authorized to be awarded to key employees, outside directors and consuitants
of the Company at the discretion of the Executive Compensation and Benefits Committee of the Board of
Directors (the Committee). Employees on rotational assignment from BTMU are not eligible for stock awards.

The Committee determines the term of each stock option grant, up to a maximum of ten years from the
date of grant. The exercise price of the options issued under the stock plans may not be less than the fair
market value on the date the option is granted. Beginning in 2006, the value of options is recognized as
compensation expense over the vesting period during which the employees are required to provide service.
Prior to January 1, 2006, the Company's unrecognized compensation expense for nonvested restricted stock
reduced retained earnings. Upon the adoption of SFAS No. 123(R}), $19 million was reclassified from retained
earnings to additional paid-in capital. The value of the restricted stock at the date of grant is recognized as
compensation expense over its vesting period with a corresponding credit adjustment to additional paid-in
capital. All cancelled or forfeited options and restricted stock become available for future grants.

Under the 2000 Stock Plan, the Company grants stock options and restricted stock. Additionally under
this plan, the Company issues shares of common stock upon the vesting and settlement of performance shares
settled in common stock and restricted stock units, as well as upon the settlement of stock units. Under the
1997 Stock Plan, the Company issues shares of common stock upon exercise of outstanding stock options.
The Company issues new shares of common stock for all awards under the stock plans. A total of 5,445,210
shares, 3,692,736 shares and 1,095,526 shares were available for future grants under the 2000 Stock Plan
at December 31, 2005, 2006 and 2007, respectively. These available shares have taken into account the
outstanding number of shares of stock options and restricted stock, as well as the maximum number of shares
that may be issued upon the vesting and settlement of outstanding performance shares settled in common
stock and restricted stock units, and upon the settlement of outstanding stock units. The remaining shares
under the 1997 Stock Plan are not available for future grants.

The Committee determined that performance share awards granted in 2006 and 2007 were to be
redeemed in shares.

Stock Options

Under the 2000 Stock Plan, the Company granted options to various key employees, including policy-
making officers, and to non-employee directors for selected years. Under both the 1997 and 2000 Stock
Plans, options granted to employees vest pro-rata on each anniversary of the grant date and become fully
exercisable three years from the grant date, provided that the employee has completed the specified
continuous service requirement. Generally, the options vest earlier if the employee dies, is permanently
disabled, or retires under certain grant, age, and service conditions or terminates employment under certain
conditions. Options granted to non-employee directors are fully vested on the grant date and exercisable
33Y5 percent on each anniversary under the 1997 Stock Plan, and are fully vested and exercisable on the grant
date under the 2000 Stock Plan.
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The following is a summary of stock option transactions under the stock plans.

For the Year Ended December 31, 2007

Weighted-
Weighted- Average
Average Remaining . Aggregate
Number of Exercise Contractual Term Intrinsic Value
Shares Price (in years} (in thousands)
Options outstanding, beginning of
the period™ .. . ... ... ... 8,326,241  $49.24
Granted .. ............... 2,219,403 55.33
Exercised ................ (800,860) 41.58
Forfeited . ... ............. (71,638) 66.16
Options outstanding, end of the
period® . ... L 9,673,146  $51.14 4.88 $35,555
Options exercisable, end of the
period ... .. ... . . ... 6,519,040 $47.43 4.25 $25,478

W Options not expected o vest are included in options cutstanding. Amounts are not material.

The fair value of each option grant is estimated on the date of grant utilizing the Black-Scholes option
pricing model and using the assumptions noted in the following table. The Black-Scholes option pricing model
is applied to option tranches based on expected terms that result in ranges of input assumptions, such ranges
are disclosed below. Expected volatilities are based on historical data and implied volatilities from traded
options on the Company's stock, and other factors. The Company uses historical data to estimate option
exercise and employee terminations within the valuation model. The expected term of an option granted is
derived from the output of the option valuation model, which is based on historical data and represents the
period of time that the option granted is expected to be outstanding. The risk-free rate for periods within the
contractual life of the option is based on the U.S. Treasury yield curve in effect at the time of grant based on the
expected term.

For the Year Ended December 31,

2005 2006 2007
Weighted-average fair value—per share. . .. ........ $ 1338 % 1231 % 7.04
Risk-free interest rates (a range for 1 to 7 year tenors) . 3.4-43% 4.3 -5.05% 3.71%
Expected volatility . . . . ......... ... .. ... . .... 27.0% 16.6-229% 16.9-21.0%
Weighted-average expected volatility . . ... ......... 27.0% 19.4% 19.8%
Expected term (inyears) ......... ... ... ..... 4.4 3.4-54 3.8-4.4
Weighted-average expected dividend yield . . ... ... .. 2.7% 2.7% 4.3%

The total intrinsic value of options exercised during 2005, 2006 and 2007 was $50.4 million,
$37.9 million and $16.0 million, with a corresponding tax benefit of $17.9 million, $13.5 million and
$5.7 million, respectively. The total fair value of options vested during the years ended December 31, 2005,
2006 and 2007 was $38.3 million, $28.9 million and $20.% million, respectively.
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The Company recognized $22.4 million and $13.0 million of compensation cost for share-based
payment arrangements related to stock option awards with $8.4 million and $5.0 million of corresponding tax
benefit during the years ended December 31, 2006 and 2007, respectively. As of December 31, 2007, the
total unrecognized compensation cost related to nonvested stock option awards was $17.5 million and the
weighted-average period over which the cost is expected to be recognized was 1.2 years.

Restricted Stock

In general, restricted stock awards are granted under the 2000 Stock Plan to key employees, and in
2005, to non-employee directors. The awards of restricted stock granted to employees vest pro-rata on each
anniversary of the grant date and become fully vested four years from the grant date, provided that the
empioyee has completed the specified continuous service requirement. Generally, they vest earlier if the
employee dies, is permanently and totally disabled, retires under certain grant, age, and service conditions or
terminates employment under certain conditions. The awards of restricted stock granted to existing
non-employee directors in 2005 vested in full in July 2006. Restricted stockholders have the right to vote their
restricted shares and receive dividends. The grant date fair value of awards is equal to the closing price on date
of grant,

The following is a summary of the Company's nonvested restricted stock awards as of December 31,
2007 and changes during the period ended December 31, 2007.

For the Year Ended Decemnber 31, 2007
Weighted-Average Grant

Numbei’ of Shares Date Fair Value

Neonvested restricted awards, beginning of

theperiod ...................... 840,003 $62.59

Granted. . . ... .. ... ... ... . ... .. 337,887 53.31

Vested .. ........ ... . . . . .. (247,191) 62.94

Forfeited . ........... ... .. ...... (45,582) 62.15
Nonvested restricted awards, end of the

period . . . ... ... L. e, 881,117 $59.00

The total fair value of the restricted stock awards vested was $1.5 million during 2005, $8.8 million
during 2006 and $15.6 million during 2007, with a corresponding tax benefit of $0.6 million, $3.1 million
and $5.0 million, respectively.

The Company recognized $7.6 million, $14.4 million and $14.4 million of compensation cost for share-
based payment arrangements related to restricted stock awards with $2.9 million, $5.4 million and
$5.5 million of corresponding tax benefit during the years ended December 31, 2005, 2006 and 2007,
respectively. At December 31, 2007, the total unrecognized compensation cost related to nonvested restricted
awards was $41.0 million, and the weighted-average period over which it is expected to be recognized was
1.6 years.
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Restricted Stock Units and Stock Units

Starting in July 2006, the Company granted restricted stock units to non-employee directors. These
restricted stock units consist of an annual grant, and in the case of new non-employee directors, an annual
grant and an initial grant. tn general, the annual grant vests in full on the first anniversary of the grant date, and
the initial grant vests in three equal installments on each of the first three anniversaries of the grant date. The
grant date fair value of awards is equal to the closing price on date of grant. During the year ended
December 31, 2007, the Company granted 22,995 restricted stock units with a weighted-average grant date
fair value of $57.84 per unit. There were no restricted stock units forfeited during the year ended
December 31, 2007. The total fair value of the restricted stock units that vested during the year ended
December 31, 2007 was $0.8 million. The Company recognized $0.3 million and $1.0 miltion of
compensation cost with a corresponding $0.1 miltion and $0.4 million in tax benefits related to these grants
for the year ended December 31, 2006 and 2007, respectively. As of December 31, 2007, the total
unrecognized compensation cost related to restricted stock units was $1.0 million and the weighted-average
period over which it is expected to be recognized was 9 months.

The restricted stock unit participants do not have voting or other stockholder rights. However, the
participants’ stock unit accounts receive dividend equivalents, reflecting the aggregate dividends earned based
on the total number of restricted stock units outstanding, in the form of additional restricted stock units.
Participants may elect to defer the delivery of vested shares of common stock at predetermined dates as
defined in the plan agreements. The Company will issue new shares under the 2000 Stock Plan upon vesting
and settlement of these grants, which are redeemable only in shares.

Non-employee directors may irrevocably elect to defer all or a portion of the cash retainer and/or fees
payable to them for services on the Board of Directors and its committees in the form of stock units. At the time
of deferral, a bookkeeping account is established on behalf of the director and credited with a number of fully
vested stock units. The director will receive a number of stock units equal to the number of shares of common
stock when the deferred compensation is payable. Dividend equivalents are credited to the stock unit
accounts. Stock units have no voting rights. The Company will issue new shares under the 2000 Stock Plan
upon settiement of the stock units.

Performance Share Plan

Effective January 1, 1997, the Company established a Performance Share Plan. At the discretion of the
Committee, eligible participants may earn performance share awards to be redeemed in cash and/or shares
three years after the date of grant. Performance shares are linked to stockholder value in two ways: (1) the
market price of the Company’s common stock; and (2} return on equity, a performance measure closely linked
to value creation. Eligible participants generally receive grants of performance shares annually. The plan was
amended in 2004 increasing the total number of shares that can be granted under the plan to 2.6 million
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shares. The following is a summary of shares granted and available for future grants under the Performance
Share Pian.

For the Years Ended December 31,

2005 2006 2007
Performance shares:
Granted ... ... . e e 78,000 62,100 70,614

Available for future grant, yearend . . ... ............. 2,193,383 2,132,333 2,063,219

Performance Shares—Redeemable in Cash

All performance shares granted prior to 2006 are redeemable in cash and therefore are accounted for as
liabilities. The value of a performance share under the liability method is equal to the average month-end
closing price of the Company's common stock for the final six months of the performance period. All cancelled
or forfeited performance shares become available for future grants. The following is a summary of performance
shares that are redeemable in cash under the Performance Share Plan.

For the Years Ended
December 31,

{Dollars in millions} 2005 2006 2007
Performance shares granted . . . . .. ... .. ... .. ... ... .. .. .. 78,000 — —
Performance shares forfeited .. ........ ... ... ... ... .. ... ... 19,200 — —
Fair value of performance shares that vested . . . .. .. ............... $ 45 $ 9.4 $8.7
Cash payments made for performance shares that vested . ... ......... $ 65 $58 %78
Fair value of performance shares that vested and deferred . . .. ... ...... $ 04 $03 % —
Performance shares compensation eXpense . . . . ... ..o vt e e $ 90 %18 $1.7
Tax benefit related to compensation expense . . .. ....... ... ... ... .. $ 34 $%$07 %06
Liability for cash settlement of performance shares, yearend .. ......... $ 157 $11.7 857

The compensation cost related to these grants that are redeemable in cash was fully recognized as of
December 31, 2007.

Performance Shares—Redeemable in Shares

The following is a summary of performance shares that are redeemable in shares under the Performance
share Plan.

For the Years Ended

December 31,

(Dollars in millions, except per share) 2006 2007

Performance shares granted . . . . . ... .. .. e 62,100 70,614
Weighted average grant date fair value—pershare . .. .................. $ 6996 $ 63.10
Performance shares forfeited ... ... ... . ... . . . . 1,050 1,500
Fair value of performance shares that vested during the year . ... .......... $ 02 % 06
Performance shares compensation exXpense . . . ... ..ot vn it $ 28 % 48
Tax benefit related to compensation expense . . . ... ... ... . . .. .. ... .. $ 11 % 1.8

F-101




UnionBanCal Corporation and Subsidiaries

Notes to Consolidated Financial Statements
December 31, 2005, 2006 and 2007 (Continued)

Note 16—Management Stock Plans (Continued)

As of December 31, 2007, the total unrecognized compensation cost related to grants that are
redeemable in shares was $4.6 million and the weighted-average period over which it is expected to be
recognized was 11 menths. The Company issues new shares under the 2000 Stock Plan upon vesting and
settlement of these grants that are redeemable in shares,

Note 17—Cancentrations of Credit Risk

Concentrations of credit risk exist when changes in economic, industry or geographic factors similarly
affect groups of counterparties whose aggregate credit exposure is material in relation to the Company’s total
credit exposure. Although the Company's portfolio of financial instruments is broadly diversified along industry,
product and geographic lines, material transactions are completed with other financial institutions, particularly
in the securities portfolio and in deposit accounts.

In connection with the Company’s efforts to maintain a diversified portfolio, the Company limits its
exposure to any one country or individual credit and monitors this exposure on a continuous basis. At
December 31, 2007, the Company's most significant concentration of credit risk was with the U.S.
Government, its agencies and Government Sponscred Enterprises. The Company’s exposure, which primarily
results from positions in available for sale securities issued by the U.S. Government, and its agencies, and
securities guaranteed by Government Sponsored Enterprises, was $5.7 billion at December 31, 2007.

Note 18—Fair Value of Financial Instruments

The fair value of a financial instrument is the amount at which the instrument could be exchanged in a
current transaction between willing parties, other than in a forced or liquidation sale. All of the fair values
presented below are as of their respective period-ends and have been made under this definition of fair value
unless otherwise disclosed.

It is management's belief that the fair values presented below are reascnable based on the valuation
techniques and data available to the Company as of December 31, 2006 and 2007, as more fully described
below. It should be noted that the operations of the Company are managed on a going concern basis and not cn
a liquidation basis. As a resuit, the ultimate value realized for the financial instruments presented could be
substantially different when actually recognized over time through the normal course of operations.
Additionally, a substantial portion of an institution’s inherent value is its capitalization and franchise value.
Neither of these components has been given consideration in the presentation of fair values that follow.
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Note 18—-Fair Value of Financial Instruments (Continued)

The table below presents the carrying value and fair value of the specified assets, liabilities and
off-balance sheet instruments held by the Company.

December 31,

2006 2007
(Dollars in thousands) Carrying Value Fair Value Carrying Value Fair Vatue
Assets
Cash and cash equivalents .. .... $ 3,981,438 $ 3,981,438 $ 2,521,636 3% 2,521,636
Trading account assets . ........ 376,321 376,321 603,333 603,333
Securities available for sale:
Securities pledged as collateral . . 89,184 89,184 685,123 685,123
Held in portfolio . . . ......... 8,667,038 8,667,038 7,770,048 7,770,048
Loans, net of allowance for loan
losses™ ... .. ... ... 35,765,943 34,945,686 40,153,095 39,536,003
Private capital investments ...... 127,908 127,908 137,381 137,381
Liabilities
Deposits: ‘
Noninterest bearing. . . .. ... .. 17,113,890 17,113,890 13,802,640 13,802,640
Interest bearing . ........... 24,736,792 24,767,092 28,877,551 28,912,051
Total deposits . . .......... 41,850,682 41,880,982 42,680,191 42,714,691
Borrowed funds . . . ........... 3,177,491 3,187,600 4,773,881 4,784,600
Trading account liabilities .. ... .. 258,136 258,136 351,057 351,057
Medium- and long-term debt . . . . . 1,318,847 1,309,365 1,913,622 1,804,732
Junior subordinated debt payable to
subsidiary grantor trust . . ... .. 14,885 14,300 14,432 13,340
Off-Balance Sheet Instruments
Commitments to extend credit . . . . 54,601 54,601 53,476 53,476
Standby and commercial letters of
credit. . ....... ... .. ... .. 6,697 6,697 6,340 6,340

) Excludes lease financing, net of allowance.

The following methods and assumptions were used to estimate fair value of each class of financial
instruments for which it is practicable to estimate that value.

Cash and cash equivalents: The carrying value of cash and cash equivalents is considered a reasonable
estimate of fair value.

Trading account assets: Trading account assets are short term in nature and valued at market based on
quoted market prices or dealer quotes. If a quoted market price is not available, the recorded amounts are
estimated using quoted market prices for similar securities. Trading account assets also include unrealized
gains on derivative contracts entered into for trading or as an accommodation for customers.
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Note 18—Fair Value of Financial Instruments (Continued)

Securities: The fair value of securities is based on quoted market prices or dealer quotes. If a quoted
market price is not available, fair value is estimated using quoted market prices for similar securities. Securities
avaitable for sale are carried at their aggregate fair value.

Loans: The fair value for performing fixed and non-reference rate loans was estimated by discounting
the future cash flows using the current rates at which similar loans would be made to borrowers with simitar
credit ratings and for similar rematining maturities and, where available, discount rates were based on current
market rates.

Loans that are on nonaccrual status were not included in the loan valuation methods discussed previously.
The fair value of these assets was estimated assuming these ioans were sold at their carrying value less their
impairment allowance.

The fair value of performing mortgage loans was based on quoted market prices for loans with similar
credit and interest rate risk characteristics.

The fair value of credit lines is assumed to approximate their carrying value.

Private capital investments: The value of private capital investments is determined by analyzing the
value of the equity securities underlying the investments using available market information and appropriate
valuation methodologies. The fair value approximates the carrying value of these instruments.

Noninterest bearing deposits: The fair value of noninterest bearing deposits is the amount payable on
demand at the reporting date. The fair value of the core deposit intangible has not been estimated.

Interest bearing deposits: The fair value of savings accounts and certain money market accounts is the
amount payable on demand at the reporting date. The fair value of fixed maturity certificates of deposit was
estimated using rates currently being offered on certificates with similar maturities.

Trading account labilities: Trading account liabilities include liabilities for securities sold short for
which fair value approximates the carrying value. Trading account liabilities also include unrealized losses on
derivative contracts entered into for trading or as an accommaodation for customers.

Borrowed funds: The fair value for federal funds purchased and securities sold under repurchase
agreements, commercial paper and term federal funds purchased was estimated using market quotes. The
carrying values of other short-term borrowed funds are assumed to approximate their fair value due to their
limited duration characteristics.

Medium- and long-term debt: The fair value of the floating-rate senior and fixed rate subordinated notes
was estimated using market quotes. The values derived for the fixed rate subordinated notes differ from the fair
values of those securities under hedge accounting, since a hypothetlcal value based on the present value of
cash flows has been used for that purpose.

Trust notes: The fair value of fixed-rate trust notes was estimated using market quotes of similar
securities.

Off-balance sheet instruments: The carrying value of off-balance sheet instruments represents the
unamortized fee income assessed based on the credit quality and othér covenants imposed on the borrower.
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Note 18—Fair Value of Financial Instruments (Continued)

Since the amount assessed represents the market rate that would be charged for similar agreements,
management believes that the fair value approximates the carrying value of these instruments.

Note 19—Derivative Instruments

The Company is a party to certain derivative and other financial instruments that are entered into for the
purpose of trading, meeting the needs of customers, and changing the impact on the Company's operating
results due to market fluctuations in currency and/or interest rates.

Credit and market risks are inherent in derivative instruments. Credit risk is defined as the possibility that
a loss may occur from the failure of another party to perform in accordance with the terms of the contract,
which exceeds the value of the existing collateral, if any. The Company utilizes master netting agreements in
order to reduce its exposure to credit risk. Master netting agreements mitigate credit risk by permitting the
offset of amounts due from and to individual counterparties in the event of defauit. Additionally, the Company
establishes a credit reserve for potential losses in the event of counterparty default. This reserve is not reflected
in the following tables. Market risk is the possibility that future changes in market conditions may make the
financial instrument less valuable.

On a limited basis, the Company also enters into financial guarantee contracts where a premium is
received from another financial institution counterparty to guarantee a portion of the credit risk on interest rate
swap contracts entered into between the financial institution and its customer. The Company becomes liable to
pay the financial institution only if the financial institution is unable to collect amounts owed to them by their
customer. For further information on this guarantee, see Note 24 to these consolidated financial statements.

Trading Activities in Derivative instruments

Derivative instruments used for trading purposes are carried at fair value. The following table reflects the
Company's positions relating to trading activities in derivative instruments. Trading activities include both
activities for the Company's own account and as an accommodation for customers. At December 31, 2006
and 2007, the majority of the Company's derivative transactions for customers were essentiatly offset by
contracts with other counterparties that reduce or eliminate market risk exposures.
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Note 19—Derivative Instruments (Continued)

The following is a summary of derivative instruments held or written for trading purposes and customer
accommodations. '

December 31,
2006 2007
Unrealized Unrealized Estimated Unrealized Unrealized  Estimated
{Dollars in thousands) Gains Losses Fair Value Gains Losses Fair Value
Held or Written for Trading Purposes and
Customer Accommodations
Foreign exchange forward contracts:
Commitments to purchase . . .. .. .... $ 7,349 % (7,159 ¢ 190 $ 41,742 % (10,332)$% 31,410
Commitmentstosell ............. 8,257 (8,021) 236 6,168 (34,064) (27,896)
foreign exchange OTC options:
Options purchased . . ... .......... 2,108 — 2,108 2,494 — 2,494
Options written . . .. .. ........... — (2,108} (2,108) — (2,494} (2,494)
Cross currency swaps:
Commitmentstopay ............. —_ (3,899) (3,899) 7,902 — 7,902
Commitments to receive . . ... . ..... 3,899 — 3,899 — (7,662) (7,662)
Energy contracts:
Optioncontracts . . .............. 36,632 (36,632) — 40,469 (40,469) —
Swapcontracts . . .. ............. 138,602 (137,321) 1,281 135,235 (134,201} 1,034
interest rate contracts:
Capspurchased ................ 2,356 — 2,356 97 {508) (411}
Floorspurchased . ... ............ 10 — 10 6 — 6
Capswritten .. ................ - (2,356} (2,356) 486 (76) 410
Floors written . . . ............... — (10) (10) — (6) (6)
Swap contracts:
Pay variablefreceive fixed ... ...... 41,703 {34,911} 6,792 168,718 (1,574} 167,144
Pay fixed/receive variable ... ...... 42,660 (33,732) 8,928 2,393 (148,939 (146,546}
283,576 405,710
Effect of master netting agreements . . . . . . (9,715) (20,972)
Total net credit exposure ., ... ....... $273,861 $384,738

Derivative Instruments and Other Financial instruments Used for Hedging

Derivative positions are integral components of the Company's designated asset and liability management
activities. The Company uses interest rate derivatives to manage the sensitivity of the Company’s net interest
income to changes in interest rates. These instruments are used to manage interest rate risk relating to
specified groups of assets and liabilities, primarily LIBOR-based commercial Ioans, certificates of deposit and
subordinated debt. The following describes the significant hedging strategies of the Company.

Cash Flow Hedges
Hedpging Strategies for Variable Rate Loans and Certificates of Deposit and Other Time Deposits

The Company engages in several types of cash flow hedging strategies for which the hedged transactions
are forecasted future ioan interest payments, and the hedged risk is the variability in those payments due to
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Note 19—Derivative Instruments (Continued)

changes in the designated benchmark rate, i.e., U.S. dollar LIBOR. In these strategies, the hedging
instruments are matched with groups of variable rate loans such that the tenor of the variable rate loans and
that of the hedging instrument are identical. Cash flow hedging strategies include the utilization of purchased
floor, cap, collars and corridor options and interest rate swaps. At December 31, 2007, the weighted average
remaining life of the currently active (exciuding any forward positions) cash flow hedges was approximately
1.7 years.

The Company uses purchased interest rate floors to hedge the variable cash flows associated with
1-month or 3-month LIBOR indexed loans. Payments received under the floor contract offset the decline in
loan interest income caused by the relevant LIBOR index falling below the fioor's strike rate.

The Company uses interest rate floor corridors to hedge the variable cash flows associated with 1-month
or 3-month LIBOR indexed loans. Net payments to be received under the floor corridor contracts offset the
decline in loan interest income caused by the relevant LIBOR index falling below the corridor's upper strike
rate, but only to the extent the index falls to the lower strike rate. The corridor will not provide protection from
declines in the relevant LIBOR index to the extent it falls below the corridor’s lower strike rate.

The Company uses interest rate collars to hedge the variable cash flows associated with 1-month or
3-month LIBOR indexed loans. Net payments o be received under the collar contract offset the decline in loan
interest income caused by the relevant LIBOR index falling below the collar’s floor strike rate, while net
payments to be paid will reduce the increase in loan interest income caused by the LIBOR index rising above
the collar’s cap strike rate.

The Company uses interest rate swaps to hedge the variable cash flows associated with 1-month or
3-month LIBOR indexed loans. Payments to be received (or paid) under the swap contract will offset the
fluctuations in loan interest income caused by changes in the relevant LIBOR index. As such, these
instruments hedge all fluctuations in the loans' interest income caused by changes in the relevant LIBOR index.

The Company uses purchased interest rate caps to hedge the variable interest cash flows associated with
the forecasted issuance and rollover of short-term, fixed rate CDs. In these hedging relationships, the Company
hedges the LIBOR component of the CD rates, which is 3-month LIBOR, based on the CDs' original term to
maturity, which reflects their repricing frequency. Net payments to be received under the cap contract offset the
increase in interest expense caused by the relevant LIBOR index rising above the cap's strike rate.

The Company uses interest rate cap corridors to hedge the variable cash flows associated with the
forecasted issuance and rollover of short-term, fixed rate CDs. In these hedging relationships, the Company
hedges the LIBOR companent of the CD rates, either 1-month, 3-month, or 6-month LIBOR, based on the
original term to maturity of the CDs, which reflects their repricing frequency. Net payments to be received
under the cap corridor contract offset the increase in deposit interest expense caused by the relevant LIBOR
index rising above the corridor's lower strike rate, but only to the extent the index rises to the upper strike rate.
The corridor will not provide protection from increases in the relevant LIBOR index to the extent it rises above
the corridor's upper strike rate.
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Hedging transactions are structured at inception so that the notional amounts of the hedge are matched
with an equal principal amount of loans or CDs, the index and repricing frequencies of the hedge match those
of the loans or CDs, and the period in which the designated hedged cash flows occurs is equat to the term of the
hedge. As such, most of the ineffectiveness in the hedging relationship results from the mismatch between the
timing of reset dates on the hedge versus those of the ioans or CDs. In 2007, the Company recognized a net
loss of $14 thousand due to ineffectiveness, which is recognized in other noninterest expense, compared to a
net gain of $0.1 million in 20086.

For cash flow hedges, based upon amounts included in accumulated other comprehensive income at
December 31, 2007, the Company expects to realize approximately $12.6 miliion in net interest income
during 2008. This amount could differ from amounts actually realized due to changes in interest rates and the
addition of other hedges subsequent to December 31, 2007.

Fair Value Hedges
Hedging Strategy for Subordinated Debt

The Company engages in an interest rate hedging strategy in which an interest rate swap is associated
with a specified interest bearing liability, UnionBanCal Corporation's ten-year, subordinated debt issuance, and
in a separate transaction, Union Bank of California’s ten-year, subordinated debt issuance, in order to convert
these liabilities from fixed rate to floating rate instruments. This strategy mitigates the changes in fair value of
the hedged liability caused by changes in the designated benchmark interest rate, U.S. dollar LIBOR.

The fair value hedging transaction for the subordinated debt was structured at inception to mirror all of the
provisions of the subordinated debt, which allows the Company to assume that no ineffectiveness exists.

Other

The Company uses To-Be-Announced (TBA) contracts to fix the price and yield of anticipated purchases or
sales of mortgage-backed securities that will be delivered at an agreed upon date. This strategy hedges the risk
of variability in the cash flows to be paid or received upon settlement of the TBA contract.

Economic Hedging Strategy for “MarketPath” Certificates of Deposit

The Company engages in an economic hedging strategy in which interest bearing CDs issued to
customers, which are tied to the changes in the Standard and Poor’s 500 Index, are exchanged for a fixed rate
of interest. The Company accounts for the embedded derivative in the CD at fair value. A total return swap that
encompasses the value of a series of options that had individually hedged each CD is valued at fair value. The
changes in the fair value of the embedded derivative and the hedge instrument are recognized as interest
expense.
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The following table reflects summary information on the Company's derivative contracts used to hedge or
modify the Company's risk as of December 31, 2006 and 2007.

December 31, 2006

Unrealized Unrealized Estimated
Gains Losses Fair Value

December 31, 2007

Unrealized Unrealized Estimated
Gains Losses Fair Value

Unamortized
Premiums

Unamortized

{Dolars in thousands) Premiums

Held for Asset and
Liability Management
Purposes

Fair Value Hedges and
Hedged Items:
Interest rate swap

contracts:
Subordinated debt

interest rate swaps .
Subordinated debt . .

$ 25,524
3,064

$ (3,064)
(25,524}

$ 22,460
(22,460)

$ 66,791

$

(66,791}

$ 66,791
{66,791}

Cash Flow Hedges:
Interest rate option
contracts:
Floors purchased . .
Interest rate swap
contracts:
Pay variable/receive
fixed, ... .... — —
Economic Hedges:
Swap contract indexed
to S&P 500:
Pay fixed/receive
variable . . .. .. —
MarketPath certificates
of deposit . .. ... — —

29,360

28,978 — (9,782) 19,196 41,103 38,373 - 79,476

(34,618) (34,618) — 1,769 (2,015 (246)

772 — 2,009 — 504 — 1,740

{772) (772) - —

107,437

(504) (504)

Effect of master netting

agreements (20,948)

$ 8412

(18,081}
$ 89,356

Total net credit exposure .

Note 20—Restrictions on Cash and Due From Banks, Securities, Loans and Dividends

Federal Reserve Board regulations require the Bank to maintain reserve balances based on the types and
amounts of deposits received. The required reserve balances were $279.7 million and $192.5 million at
December 31, 2006 and 2007, respectively.

As of December 31, 2006 and 2007, securities carried at $2.8 biltion and $4.3 billion and loans of
$13.3 billion and $12.2 billion, respectively, were pledged as collateral for borrowings, to secure public and
trust department deposits, and for repurchase agreements as required by contract or law.

The Federal Reserve Act restricts the amount and the terms of both credit and non-credit transactions
between a bank and its non-bank affiliates. Such transactions may not exceed 10 percent of the bank’s capital
and surplus (which for this purpose represents Tier 1 and Tier 2 capital, as calculated under the risk-based
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capital guidelines, plus the balance of the allowance for loan losses excluded from Tier 2 capital) with any
single non-bank affiliate and 20 percent of the bank's capital and surplus with all its non-bank affiliates.
Transactions that are extensions of credit may require collateral to be held to provide added security to the
bank. See Note 21 to these consolidated financial statements for further discussion of risk-based capital. At
December 31, 2007, $248.0 million remained cutstanding on twenty Bankers Commercial Corporation notes
payable to the Bank. The respective notes were fully collateralized with equipment leases pledged by Bankers
Commercial Corporation.

The declaration of a dividend by the Bank to the Company is subject to the approval of the Office of the
Comptroller of the Currency (QCC) if the total of all dividends declared in the current calendar year plus the
preceding two years exceeds the Bank's total net income in the current calendar year plus the preceding two
years. The payment of dividends is also limited by minimum capital requirements imposed on national banks
hy the QOCC.

Note 21—Regulatory Capital Requirements

The Company and the Bank are subject to various regulatory capital reguirements administered by the
federal banking agencies. Failure to meet minimum capita! requirements can initiate certain mandatory, and
possibly additional discretionary, actions by regulators that, if undertaken, could have a material effect on the
Company’s Consolidated Financial Statements. Under capital adequacy guidelines and the regulatory
framework for prompt corrective action, the Company and the Bank must meet specific capital guidelines that
involve quantitative measures of the Company's and Bank's assets, liabilities, and certain off-balance sheet
items as calculated under regulatory accounting practices. The capital amounts and the Bank's prompt
corrective action classification are also subject to qualitative judgments by the regulators about components,
risk weightings and other factors. Prompt corrective action provisions are not applicable to bank holding
companies such as the Company. The Bank is subject to laws and regulations that limit the amount of
dividends it can pay to the Company.

Quantitative measures established by regulation to ensure capital adequacy require the Company and the
Bank to maintain minimum amounts and ratios (set forth in the table below) of Total and Tier 1 capital {as
defined in the regulations) to risk-weighted assets (as defined) and of Tier 1 capital (as defined) to quarterly
average assets (as defined). Management believes, as of December 31, 2006 and 2007, that the Company
and the Bank met all capital adequacy requirements to which they are subject.

The most recent notification from the OCC categorized the Bank as “well-capitalized” under the regulatory
framework for prompt corrective action. To be categorized as “well-capitalized,” the Bank must maintain a
minimum total risk-based capital ratio of 10 percent, a Tier 1 risk-based capital ratio of 6 percent, and a Tier 1
leverage ratio of & percent. There are no conditions or events since that notification that management believes
have changed the Bank's category.
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The Company's and the Bank's capital amounts and ratios are presented in the following tables.

For Capital
Actual Adequacy Purposes

(Dollars in thousands) Amount Ratio Amount Ratio
Capital Ratios for the Company:
As of December 31, 2006
Total capital (to risk-weighted assets) . . . .. ... $5843,203 11.71% =%3,992,336 =8.0%
Tier 1 capital (to risk-weighted assets} . . . . ... 4,333,865 8.68 = 1,996,168 =4.0
Tier 1 capital {to quarterly average assets)', . . . 4,333,865 844 = 2,054,147 =40
As of December 31, 2007:
Total capital {to risk-weighted assets) . . . .. ... $6,123,923 11.21% =%4,368522 =8.0%
Tier 1 capital {to risk-weighted assets) . ... ... 4,533,763 8.30 =z 2,184,261 =4.0
Tier 1 capital (to quarterly average assets)V, . . . 4,533,763 8.27 = 2,193,752 =4.0
W Excludes certain intangible assets.

To Be Well-Capitalized

Under Prompt
For Capital Corrective
Actual Adequacy Purposes Action Provisions

(Dollars in thousands) Amount Ratio Amount Ratic Amount Ratio
Capital Ratios for the Bank:
As of December 31, 2006:
Total capital (to risk-weighted assets} . . . . .. .. $5,279,646 10.69% =$3,950,832 =8.0% =%$4,938,540 =10.0%
Tier 1 capital (to risk-weighted assets) , ... ... 4,179,359 8.46 =z 1975416 =240 =z 2,963,124 = 6.0
Tier 1 capital (to quarterly average assets)?, . . . 4,179,359 825 = 2,027,447 =40 = 2,534,309 =z 50
As of December 31, 2007:
Total capital (to risk-weighted assets) . . . .. ... $5631,164 10.38% =%4,338,760 =8.0% =%$5,423,450 =10.0%
Tier 1 capital (1o risk-weighted assets) . . . . ... 4,449,368 8.20 z 2,169,380 =40 = 3,254,070 = 6.0
Tier 1 capital {to quarterly average assets}!!. . . . 4,449,368 820 = 2,171,112 =40 = 2,713,881 = 50

1 Excludes certain intangible assets.

Note 22—Earnings Per Share {EPS)

Basic EPS ratio is computed by dividing net income by the weighted average number of common shares
outstanding during the period. For all periods presented, there were no dividends on preferred stock. Starting in
2006, the Company no longer includes nonvested restricted shares in the weighted average number of
common shares outstanding-basic, but includes the impact of those shares in the calculation of diluted shares.
The impact of this change on previous periods is immaterial. Diluted EPS incorporates the dilutive effect of
common stock equivalents outstanding on an average basis during the period. Stock options, nonvested
restricted stock, restricted stock units and performance shares are common stock equivalents.
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The following table presents a reconciliation of basic and diluted EPS for the years ended December 31,
2005, 2006 and 2007.

For the Years Ended December 31,

(Amounts in thousands, except per 2005 2006 2007
share data) Basic Diluted Basic Diluted Basic Diluted
Income from continuing

operations . . ........... $734,717 $734,717 $761,315 $761,315 $569,866 $569,866
Income {loss) from

discontinued operations . . .. 128,216 128,216 (8,319) {8,319) 38,228 38,228
Netincome ............. $862,933 $862,933 $752,996 $752,996 $608,094 $608,094
Weighted average commaon

shares outstanding . . ... .. 145,109 145,109 141,620 141,620 137,617 137,617

Additional shares due to:

Assumed conversion of

dilutive share based
payments ........... — 2,683 — 2,135 — 1,435

Adjusted weighted average
common shares outstanding . 145,109 147,792 141,620 143,755 137,617 139,052

Income from continuing

operations per share . . . . .. $ 506 $ 497 % 538 3% 530% 414 % 410
Income {loss} from

discontinued operations per

share .. .............. 0.89 0.87 {0.06) (0.06) 0.28 0.27

Netincomepershafe ....... $ 595 % 584 % 532 3% 524 % 442 % 437

The following table provides the number of options and the corresponding exercise prices for those
options, which were not included in the computation of diluted earnings per share in each of the years 2005,
2006, and 2007 because they were antidilutive.

For the Years Ended December 31,

. 2005 2006 2007
Options outstanding . . .............. 89,230 1,156,298 2,915,612
Exercise price of options . .. .......... $67.39-$71.23 $64.59-$71.23 $59.57 - $71.23

F-112




UnionBanCal Corporation and Subsidiaries

Notes to Consolidated Financial Statements
December 31, 2005, 2006 and 2007 {Continued)

Note 23—Other Comprehensive Income {Loss)

The following table presents the change in each of the components of other comprehensive income (loss)
and the related tax effect of the change allocated to each component.

Before
Tax Tax Net of

{Dollars in thousands) Amount Effect Tax
For the year ended December 31, 2005:
Cash flow hedge activities:

Unrealized net losses on hedges arising duringtheyear . . . .. ... ... ... .. ... ... .... $ (41,796) $ 15,987 % (25,809

Less: rectassification adjustment for net gains on hedges included in netincome . . . . ... ... ... (16,077) 6,149 (9,928)
Net change in unrealized losses on hedges . . . . . . . . . .. . i {57,873) 22,136 (35,737)
Securities available for sale:

Unrealized holding fosses arising during the year on securities available forsalte . .. ... .. .. ... {118,708} 45,406 (73,302)

Less: reclassification adjustment for net losses on securities available for sale included in net income | . 50,039 (19,140) 30,899
Net change in unrealized losses on securities available forsale . . . . . ... ... .. .. ... ..... (68,669) 26,266 {42,403)
Foreign currency' translation adjustments:

Net gains arising during the year . . . . . . . . . L e e 582 {222) 360

Less: reclassification of foreign currency translation loss included in netincome . . . ... .. ... .. 11,845 (4,071) 7,774
Net change in foreign currency translation . . . . . . . . . . ... L e 12,427 (4,293) 8,134
Net pension and other benefits adjustment . . . . . . . . ... .. (5,792) 2,232 (3,560)
Net change in accumulated othar comprehensive income (loss} . . . . . . .. .. .. ... oL $(119,907) $ 46,341 3 (73,566)

For the year ended December 31, 2006:

Cash flow hedge activities:
Unrealized net losses on hedges arising during theyear . . . . . . . ... . ..., ... ........ $ (32,708) $ 12,511 ¢ {20,197)
Less: reclassification adjustment for net kosses on hedges included in netincome . ... ... .. ... 43,886 (16,786) 27,100

Net change in unrealized losses onhedges . . . . . . . .. . ... L e e 11,178 {4,275) 6,903
Securities available for sale:

Unrealized holding gains arising during the year on securities available forsate . . . . . . . ... .. .. 28,510 (10,905) 17,605

Less: reclassification adjustment for net gains on securities available for sale included in net income . . (2,242) 858 (1,384)
Met change in unrealized losses on securities available forsale . . . . . . . . . . . 26,268 {10,047) 16,221
Foreign currency transfation adjustment . . . . . . . . ... (67} 26 {41)
Pension and cther benefits adjustment:

SFAS Mo. 158 adjustment . . . . . . . . . e e e (201,032} 59,845 (161,187)

Minimum pension liability adjustment . . . . .. . . .. L e (4,659} 1,782 (2,877)
Net pension and other benefits adjustment . . . . . . ... . . o e (265,691} 101,627 (164,064}
Net change in accumulated other comprehensive income {loss) . . . . .. . . .. . .. oo $(228,312) % 87,331  $(140,981)

For the year ended December 31, 2007:
Cash flow hedge activities:

Unrealized net gains on hedges arising duringtheyear. . . . . . . .. .. .. ... ... .. ...... $ 53,119 $(20,318) % 32,801

Less: reclassification adjustment for net losses on hedges included in net income . . . . ... ..... 29,420 {11,253) 18,167
Net change in unrealized Josseson hedges . . . . . . .. . L L e e 82,539 {31,571) 50,968
Securities available for sale:

Unrealized holding losses arising during the year on securities available forsale . .. ... ... .. .. (113,820) 43,536 (70,284}

Less: reclassification adjustment for net gains on securities available for sale included in net income ., . {1,621) 620 (1,001}
Net change in unrealized losses on securities avaitable forsale . . . . .. .. ... ... . ..., (115,441) 44,156 (71,285}
Foreign currency translation adjustment . . . . . . . .. L. L e 837 (320) 517
Reclassification adjustment for pension and other benefits included in net income:

Amortization of prior service costs . . . . . . L L L L L e e 638 (244) 394

Amoartization of transition amount . . . . . . L L L e 2,035 (778} 1,257

Recognized net actuarial [0S5 . . . . . . . . .. L. e e e e e 21,341 (8,163} 13,178

Pension and other benefits arising during theyear . . . . .. . .. .. .. ... .. ... .. ..., {30,409 11,632 (18,778)
Net pension and other benefits adjustment™ . . . . . . L {6,395) 2,446 {3,949)
Net change in accumulated other comprehensive income (I0SS) . . . . . . . o v e e $ (38,460) $ 14,711 % (23,749

n For ferther information, see Note 9 to these consolidated financial statements.
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Note 23—O0ther Comprehensive Income (Loss) (Continued)

The following table presents accumulated other comprehensive income {loss) balances.

Net Net
Unrealized Unrealized
Gains (Losses) Losses Foreign Pension and  Accumulated
on Cash on Securities Currency Other Other
Flow Available Translation Benefits  Comprehensive
(Dollars in thousands) Hedges For Sale Adjustment Adjustment Loss
Balance, December 31,2004... $ 1,429 $ (31,696) $(7,870) % (5,690) & (44,827)
Change during the year .. ... .. (35,737) (42,403) 8,134 (3,560) (73,566)
Balance, December 31, 2005. .. $(34,308) $ (74,099) $ 264 $ (10,250) $(118,393)
Change during the year .. ... .. 6,903 16,221 (41) (164,064) (140,981)
Balance, December 31, 2006. .. $(27,405) $ (67,878) $ 223 $(174,314) $(259,374)
Change during the year ... .. .. 50,968 (71,285) 517 (3,948) (23,749)
Balance, December 31, 2007 . .. $ 23,563 $(129,163) $ 740 $(178,263) $(283,123)

1 Amounts prior to Decemnber 31, 2006 include only the minimum pension liability adjustment,

Note 24—Commitments, Contingencies and Guarantees

The following table summarizes the Company's significant commitments.

December 31,

{Dollars in thousands) 2006 2007

Commitments to extend credit . . . . . ... ... ... . $22,575,317 $23,385,514
Standby letters of credit . . . ... ... . ... .. .. ... 3,574,934 3,673,553
Commercial letters of credit ... ... ... .. ... . . . . 59,254 71,745
Risk participations in bankers’ acceptances ................... 26,675 33,550
Commitments to fund principal investments . . ... .............. 87,413 102,689
Commitments to fund low-income housing credit (LIHC) investments . . 162,868 140,650

Commitments to extend credit are legally binding agreements to lend to a customer provided there are no
violations of any condition established in the contract. Commitmentis have fixed expiration dates or other
termination clauses and may require maintenance of compensatory balances. Since many of the commitments
to extend credit may expire without being drawn upon, the total commitment amounts do not necessarily
represent future cash flow requirements.

Standby and commercial letters of credit are conditional commitments issued to guarantee the
performance of a customer to a third party. Standby letters of credit generally are contingent upon the failure of
the customer to perform according to the terms of the underlying contract with the third party, while
commercial letters of credit are issued specifically to facilitate foreign or domestic trade transactions.
Additionally, the Company enters into risk participations in bankers' acceptances wherein a fee is received to
guarantee a portion of the credit risk on an acceptance of another bank. The majority of these types of
commitments have terms of one year or less. At December 31, 2007, the carrying value of the Company's risk
participations in bankers' acceptances, standby and commercial letters of credit totaled $6.3 million.
Exposure to loss related to these commitments is covered by the allowance for losses on off-balance sheet
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Note 24—Commitments, Contingencies and Guarantees (Continued)

commitments. The carrying value of the standby and commercial letters of credit and the allowance for losses
on off-balance sheet commitments are included in other liabilities on the consolidated balance sheet.

The credit risk involved in issuing loan commitments and standby and commercial letters of credit is
essentially the same as that invoived in extending loans to customers and is represented by the contractual
amount of these instruments. Collateral may be obtained based on management’s credit assessment of the
customer.

Principal investments include direct investments in private and public companies and indirect
investments in private equity funds. The Company issues commitments to provide equity and mezzanine
capital financing to private and public companies through either direct investments in specific companies or
through investment funds and partnerships. The timing of future cash requirements to fund such commitments
is generally dependent on the investment cycle. This cycle, the period over which privately-held companies are
funded by private equity investors and ultimately sold, merged, or taken public through an initial offering, can
vary based on overall market conditions as well as the nature and type of industry in which the companies
operate.

The Company invests in either guaranteed or unguaranteed LIHC investments. The guaranteed LIHC
investments carry a minimum rate of return guarantee by a creditworthy entity. The unguaranteed LIHC
investments carry partial guarantees covering the timely completion of projects, availability of tax credits and
operating deficit thresholds from the issuer. For these LIHC investments, the Company has committed to
provide additional funding as stipulated by its investment participation.

The Company is fund manager for LIHC investments. LIHC investments provide tax benefits to investors in
the form of tax deductions from operating losses and tax credits. To facilitate the sale of these LIHC
investments, the Company guarantees a minimum rate of return throughout the investment term of over an
eleven-year weighted average period. Additionally, the Company receives guarantees which include the timely
completion of projects, availability of tax credits and operating deficit thresholds from the limited liability
partnerships/corporations issuing the LIHC investments that reduce the Company's ultimate exposure to loss.
As of December 31, 2007, the Company's maximum exposure to loss under these guarantees is limited to a
return of investor capital and minirmum investment yield, or $163.7 million. The Company maintains a reserve
of $6.5 million for these guarantees.

The Company has rental commitments under long-term operating lease agreements. For detail of these
commitments see Note 6 to these consolidated financial statements.

The Company has guarantees that obligate it to perform if its affiliates are unable to discharge their
obligations. These obligations include guarantees of commercial paper obligations and leveraged lease
transactions. The guarantee issued by the Bank for an affiliate’s commercial paper program is done in order to
facilitate the sale of the commercial paper. As of December 31, 2007, the Bank had a maximum exposure to
loss under the commercial paper program guarantee of $1.3 billion. The Bank’s guarantee has an average term
of less than nine months and is fully collateralized by a pledged deposit. The Company guarantees its
subsidiaries’ leveraged lease transactions with terms ranging from fifteen to thirty years. Following the original
funding of these leveraged lease transactions, the Company does not have any material obligation to be
satisfied. As of December 31, 2007, the Company did not have any exposure to loss for these agreements.

The Company conducts securities lending transactions for institutional custormers as a fully disclosed
agent. At times, securities lending indemnifications are issued to guarantee that a security lending customer
will be made whole in the event the borrower does not return the security subject to the lending agreement and
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Note 24—Commitments, Contingencies and Guarantees (Continued)

collateral held is insufficient to cover the market value of the security. All lending transactions are
collateralized, primarily by cash. The amount of securities lent with indemnifications was $2.2 billion and
$2.9 billion at December 31, 2006 and 2007, respectively. The market value of the associated collateral was
$2.3 billion and $3.0 billion at December 31, 2006 and 2007, respectively.

The Company occasionally enters into financial guarantee contracts where a premium is received from
another financial institution counterparty to guarantee a portion of the credit risk on interest rate swap
contracts entered into between the financial institution and its customer. The Company becomes liable to pay
the financial institution only if the financial institution is unable to collect amounts owed to them by their
customer. As of December 31, 2007, the maximum exposure to loss under these contracts totaled
$23.9 million. At December 31, 2007, the Company maintained a reserve of $0.5 million for losses refated to
these guarantees.

The Company is a member of the Visa USA network (Visa). On October 3, 2007, Visa completed a
restructuring transaction and issued shares of Visa common stock to its financial institution members in
contemplation of an initial public offering planned for 2008. In connection with the restructuring, Visa's
bylaws were amended to obligate its members to indemnify Visa for losses in connection with the settlement of
certain antitrust lawsuits. The Company’s indemnification obligation is limited to its proportionate ownership
share of Visa. During the fourth quarter of 2007 under FIN No. 45, "Guarantor’s Accounting and Disclosure
Requirements for Guarantees, Including Indirect Guarantees of Indebtedness of Others—An Interpretation of
FASB Statements No. 5, 57, and 107 and Rescission of FASB Interpretation No. 34," the Company recorded a
liability of $9.5 million and a corresponding expense representing the estimated fair value of the Company’s
obligations under the indemnity provisions. The Company's maximum exposure fo loss for the pending Visa
antitrust lawsuits is not determinable, as it is dependent on the outcore of the litigation, but any loss will be
limited to the Company's proportional ownership. While the Company could be required to fund its
proportionate share of the antitrust lawsuit settlements, management anticipates that an escrow account
established by Visa and funded during the planned initial public offering will be used to pay the settlements.

The Company is subject to various pending and threatened legal actions that arise in the normal course of
business. Reserves for losses from legal actions that are both probable and estimable are recorded at the time
of that determination. Management believes that the disposition of all claims currently pending will not have a
material adverse effect on the Company’s consolidated financial condition, operating results or liquidity.

On September 14, 2007, the Bank entered into a Stipulation and Consent to the Issuance of a Consent
Order, and a Consent Order to a Civil Money Penalty and to Cease and Desist (the Order) with the Office of the
Comptroller of the Currency {OCC). The Order supersedes the March 2005 memorandum of understanding
between the Bank and the OCC. The Order imposes a civil money penalty of $10 million and requires the Bank
to take actions to improve compliance with the Bank Secrecy Act and other anti-money laundering laws and
regulations (BSA/AML). On the same day, the U.S. Treasury Department's Financial Crimes Enforcement
Network (FinCEN) executed an Assessment of Civil Money Penalty (the Assessment) in the amount of
$10 million. The Assessment provides that the $10 million penalty is deemed to be satisfied by the Bank's
payment of the civil money penalty of $10 million to the OCC. On September 17, 2007, the Bank entered into
a DPA with the DOJ. Under the DPA, the DOJ has agreed to defer prosecution for past violations of BSA/AML
that occurred in the Bank's now discontinued international banking business, and to dismiss prosecution
completely if the Bank meets the conditions of the Order for one year. In the DPA, the Bank also agreed to make
a payment of $21.6 million to the DOJ, which payment has been made.
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Note 25—Transactions with Affiliates

The Company had, and expects to have in the future, banking transactions and other transactions in the
ordinary course of business with BTMU and with its affiliates. During 2005, 2006 and 2007, such
transactions included, but were not limited to, participation, servicing and remarketing of loans and leases,
purchase and sale of acceptances, interest rate derivatives and foreign exchange transactions, funds transfers,
custodianships, electronic data processing, investment advice and management, customer referrals, facility
leases, and trust services. The Company also maintains traditional correspondent bank accounts and had a
$200 million floating-rate subordinated debt with BTMU, which was retired in June 2007. For further
information regarding this subordinated debt, see Note 13 to these consolidated financial statements. In the
opinion of management, such transactions were made at rates, terms and conditions prevailing in the market
and do not involve maore than the normal risk of collectibility or present other unfavorable features. In addition,
some compensation for services rendered to the Company is paid to the expatriate officers from BTMU, and
reimbursed by the Company to BTMU under a service agreement.

During 2005, the Company repurchased $200 million of its stock from BTMU at $57.54 per share. In
2007, the Bank purchased a membership interest in a U.S. payment services company for $1.4 million from
BTMU.

At December 31, 2007, the Company had derivative contracts totaling $1.3 billion in notional balances
with $9.5 million in net unrealized losses with BTMU and its affiliates. At December 31, 2007, the Company
had recorded interest expense of $6.6 million for the year ended 2006 relating to the subordinated debt and
other correspondent bank accounts. Additionally, for the year ended 2006, the Company recorded income of
$2.1 million and expenses of $0.7 million for fees and revenue sharing arrangements, and income of
$3.8 million and expenses of $3.1 million relating to facility and staff training arrangements.

The Company has guarantees that obligate it to perform if its affiliates are unable to discharge their
obligations. These obligations include guarantees of commercial paper obligations and leveraged lease
transactions. The guarantee issued by the Bank for an affiliate's commercial paper program is done in order to
facilitate their sale. As of December 31, 2007, the Bank had a maximum exposure to loss under the
commercial paper program guarantee of $1.3 billion. The Bank's guarantee has an average term of less than
nine months and is fully collateralized by a pledged deposit. The Company guarantees its subsidiaries’
leveraged lease transactions with terms ranging from fifteen to thirty years. Following the original funding of
these leveraged lease transactions, the Company does not have any material obligation to be satisfied. As of
December 31, 2007, the Company did not have any exposure to loss for these agreements.

Note 26—Business Segments

During 2006, the Company formally reorganized its operating segments by disaggregating the businesses
that were formerly managed and reported under the Community Banking and Investment Services Group or
the Commercial Financial Services Group., Management believes that this new organizational structure will
enhance the Company’s focus on target markets and enterprise wide sales and service. The various operating
segments reporting under the Chief Operating Officer and the Group Head of Pacific Rim Corporate Group have
been aggregated into two reportable business segments entitled “Retail Banking” and ““Wholesale Banking"
based upon the aggregation criteria prescribed in SFAS No. 131, Disclosures about Segments of an Enterprise
and Related Information.

* Retail Banking aggregates those operating segments that offer a range of banking services, primarily to
individuals and small businesses, delivered generally through a network of branches and ATMs located
in the western United States. These services include mortgages, home equity lines of credit, consumer
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Note 26—Business Segments {Continued)

and commercial loans, deposit services and cash management, as well as fiduciary, private banking,
investment and asset management services for individuals and institutions, and risk management for
small businesses and individuals. At December 31, 2005, 2006 and 2007, Retail Banking had
$222.2 million, $222.2 million and $217.4 million, respectively, of goodwill. In December 2007,
$4.8 million of goodwill attributed to the retirement recordkeeping business was eliminated against the
gain on sale of this business. For further information on this sale, see Note 2 of these consolidated
financial statements.

* Wholesale Banking aggregates those operating segments that provide credit, depository and cash
management services, insurance, investment and risk management products to businesses, individuals
and target specialty niches. Services include commercial and project loans, real estate financing, asset-
based financing, trade finance and letters of credit, lease financing, customized cash management
services and capital markets products. At December 31, 2005, 2006 and 2007, Wholesale Banking
had $231.8 million, $231.3 million and $231.3 million, respectively, of goodwill.

The information, set forth in the table that follows, reflects selected income statement and balance sheet
items by reportable business segment. The information presented does not necessarily represent the business
units' financial condition and results of operations were they independent entities. Unlike financial accounting,
there is no authoritative body of guidance for management accounting equivalent to US GAAP. Consequently,
reported results are not necessarily comparable with those presented by other companies. Included in the
tables, within total assets, are the amounts of goodwill for both reportable business segment as of
December 31, 2004, 2005 and 2006.

The information in the tabte is derived from the internal management reporting system used by
management to measure the performance of the individual segments and the Company overall. The
management reporting system assigns balance sheet and income statement items to each operating segment
based on internal management accounting policies. Net interest income is determined by the Company's
internal funds transfer pricing system, which assigns a cost of funds or a credit for funds to assets or liabilities
based on their type, maturity or repricing characteristics. Noninterest income and expense directly attributable
to an operating segment are assigned to that operating segment. Certain indirect costs, such as operations and
technology expense, are allocated to the segments based on studies of billable unit costs for product or data
pracessing. Other indirect costs, such as corporate overhead, are allocated to an operating segment based on a
predetermined percentage of usage. Under the Company’s risk-adjusted return on capital (RAROC)
methodelogy, credit expense is charged to an operating segment based upon expected losses arising from
credit risk. In addition, the attribution of economic capital is related to unexpected losses arising from credit,
market and operational risks.

“Other™ is comprised of certain non-bank subsidiaries of UnionBanCal Corporation, the elimination of the
fully taxable-equivalent basis amount, the transfer pricing center, the amount of the provision for credit losses
over/(under) the RAROC expected loss for the period, the earnings associated with the unallocated equity
capital and allowances for credit Josses, and the residual costs of support groups. In addition, “Other” includes
Corporate Treasury, which is responsible for Asset-Liability Management {ALM), wholesale funding, and the
ALM investment securities and derivatives hedging portfolios, and the results of discontinued operations. The
discontinued operations consists of two separate businesses: international correspondent banking and the
retirement recordkeeping services. For further detail on discontinued operations, see Note 2 {o these
consolidated financial statements. Except as discussed above, none of the items in “Other” is significant to the
Company's business.

F-118




UnionBanCal Corporation and Subsidiaries

Notes to Consolidated Financial Statements
December 31, 2005, 2006 and 2007 (Continued)

Note 26—Business Segments (Continued)

In the first quarter 2006, the Company changed its reporting to reflect a “market view" perspective in
measuring the business segments. The market view is a measurement of customer markets aggregated to
show all revenues generated and expenses incurred from all products and services sold to those customers
regardless of where product areas organizationally report. Therefore, revenues and expenses are included in
both the business segment that provides the service and the business segment that manages the customer
relationship. The duplicative results from this internal management accounting view are reflected in
“Reconciling ltems."

The reportabie business segment results for prior periods have been restated to reflect changes in the
transfer pricing methodology, the organizaticnal changes that have occurred, discontinued operations and the
market view contribution.
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Note 26—Business Segments (Continued)
Retail Banking

Wholesale Banking

As of and for the Year Ended December 31,

As of and for the Year Ended December 31,

2005 2006 2007 2005 2006 2007
Results of operations {(dollars in thousands):
Net interest income (expense) . .. ... .. $ 882,723 % 939054 $ 890,358 $ 998,062 $1,039,979 § 970,401
Neninterest income (expense) . . . ... .. 451,861 483,401 490,813 422,488 407,112 437,312
Total revenue . . . . .. .. ... ... .. 1,334,584 1,423,355 1,381,171 1,420,540 1,447,001 1,467,713
Noninterest expense (income) . . . . .. .. 847,647 921,033 914,609 631,751 673,582 650,994
Credit expense (income) .. ......... 25,649 25,416 25,233 106,619 895,332 111,028
Income from continuing operations before
income taxes . . ... ........ 461,288 476,906 441,329 682,170 678,177 645,691
Income tax expense {income) . ... .... 176,443 182,417 168,808 232,103 222,458 195,130
Income from continuing operations . . . . . 284,845 294,489 272,521 450,067 455,719 450,561
Income (loss} from discontinued operations,
net of incometaxes . ... ........ —_ — — — — —_
Net income (foss} . . .. ...... .. ... $ 284,845 ¢ 294,489 $ 272,521 % 450,067 $ 455719 $ 450,561
Total assets, end of period (dellars
inmillions): . . . .............. $ 18165 $ 17,181 % 18675 $ 22276 $ 25277 $ 28,307
Othert Reconciling Items
As of and for the Year Ended December 31, As of and for the Year Ended December 31,
2005 2006 2007 2005 2006 2007
Results of operations (dollars in thousands): .
Net interest income (expense) . . . . . . . . $ (41,981}  $(136,931)  $(133,227) % (3,220) $ (9,660) $ (8,880)
Noninterest income (expense) . . . . .. .. (47,973) 13,810 19,023 (66,759) {73,380) {78,846)
Total revenue . . . . ... (89,954) (123,121} (114,204y  (69,979) (83,040) (87,726)
MNoninterest expense (incomey . . . . .. .. 110,400 87,481 126,294 {37,715) (44,247) (48,492)
Credit expense (income) . .. ........ {182,719 {125,653) {55,163) (232) (95) {98)
Income from continuing operaticns before
incometaxes . . .. ... ... ... ... {17,635) (84,949) (185,335)  (32,032) (38,698) (39,136)
Income tax expense . . .. ... ... .. (37,2200 {119,952) {56,285) (12,252} (14,802} (14,970)
Inceme from continuing operations . . . . . 19,585 35,003 (129,050h (19,780} (23,896} (24,166)
Income (loss) from discontinued operations,
net of income taxes . . ... ... .. .. 128,216 (8,319 38,228 — — —
Netinceme (loss) .. ............ $ 147,801 $ 26,684 $ (90,822) ${19,780) $(23,896) $(24,166)
Total assets, end of period (dollars
inmillionsk .. .............. $ 10,996 $ 10,188 $§ B764 % {21) $ {26) $ (18)

UnionBanCal Corporation
As of and for the the Year End December 31,

2005 2006 2007
Results of operations (dollars in thousands):

Net interest income (expense) . . . .. .. $1,835574 31,833,342 $1,718,652
Noninterest income (expense) . . . . . .. 759,617 830,943 868,302
Total revenue . ... ............ 2,595,191 2,664,285 2,586,954
Noninterest expense (income) . ... ... 1,552,083 1,637,849 1,643,205
Credit expense (income) . ......... (50,683) (5,000) 81,000
Income from continuing operations before

incometaxes ............... 1,093,791 1,031,436 862,549
Income tax expense . . . . ... ... .. 359,074 276,121 292,683
Income from continuing operations . . . . 734,717 761,315 569,866
Income {loss) frem discontinued

operations, net of income taxes . . . . . 128,216 (8,319) 38,228
Net income {loss) . . . . ....... ... $ 862,933 § 752,996 § 608,094
Total assets, end of period (doliars

in millions): . . .. ............ $ 49416 § 52620 & 55728
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Note 27—Condensed UnionBanCal Corporation Unconsolidated Financial Statements

Condensed Balance Sheets

December 31,

(Dollars in thousands) 2006 2007
Assets

Cash and cash equivalents .. .......... ... . .. . . . ..., $ 261,037 % 158,858

Investment in and advances to subsidiaries. . . ................. 5,005,328 5,057,188

Other assets . . . ... o 4,539 22,546

Total assets . . . .. $5,270,904 $5,238,592 !

Liabilities and Stockholders’ Equity

Other liabilities . . .. ... .. .. .. . . $ 88714 $ 73,087

Medium- and long-termdebt . . . ....... ... ... .. .. ... ..., 595,904 413,092

Junior subordinated debt payable to subsidiary grantor trust. . . . ... .. 14,885 14,432

..................................... 699,603 500,611
................................... 4,571,401 4,737,981

..................... $5,270,904 $5,238,592
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Note 27—Condensed UnionBanCal Corporation Unconsolidated Financial Statements (Continued)

Condensed Statements of Income

Years Ended December 31,

(Dollars in thousands) 2005 2006 2007
Income:
Cash dividends from bank subsidiary . ... ............. $546,600 $ 922,600 $295,500
Cash dividends from nonbank subsidiaries . . .. .. ........ —_ 10,500 21,340
Interest income on advances to subsidiaries and deposits
inbank . .. ... . e 14,764 19,732 13,484
Other INCome . . . . . .t e e e 1,680 471 1
Total INCOMe . . . .. e e 563,044 953,303 330,325
Expense:
Interest BXPENSE . . o . v v e e 33,655 45,834 29,569
Otherexpense, net ... ...... ... ... . . . iiiin... 1,834 3,270 3,516
Total eXpense .. .. ... e 35,489 49,104 33,085
Income before income taxes and equity in undistributed net
income of subsidiaries ... ... ... ... e 27,555 904,199 297,240
Income tax benefit . ....... . . ... {7,256) (12,747) (10,017)
Income befare equity in undistributed net income of
subsidiaries . ... ... e b34,811 916,946 307,257
Equity in undistributed net income (loss) of subsidiaries:
Bank subsidiary . ... ... ... 295,617 (195,563) 271,481
Nonbank subsidiaries . . . ... ... . . . 32,505 31,613 29,356
NetIncome .. ... ...t $862,933 $ 752,996 $608,094
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Note 27—Condensed UnionBanCal Corporation Unconsolidated Financial Statements (Continued)

Condensed Statements of Cash Flows

(Dollars in thousands)

Years Ended December 31,

2005

2006

2007

Cash Flows from Operating Activities:
Netincome . .. ... ... ... .. .. ....

Adjustments to reconcile net income to net cash provided by

operating activities:

Eguity in undistributed net income of subsidiaries

Other,net .. ... ... .. ... .........
Net cash provided by operating activities .

Cash Flows from Investing Activities:
Advances to subsidiaries .. ...........
Repayment of advances to subsidiaries . . . .

Net cash provided by (used in} investing activities. . . . . . ..

Cash Flows from Financing Activities:
Repayment of medium-term debt. . . ... ..
Payments of cash dividends ...........
Repurchase of common stock . ... ......
Stock options exercised .. ............

Net cash used in financing activities . . . . . .

Net increase (decrease} in cash and cash equivalents . . . . . ..

Cash and cash equivalents at beginning of year
Cash and cash equivalents at end of year . . . .
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$ 862,933 $752,996 ¢ 608,094

(328,122) 163,950 (223,538}
(11,825) 18,616 (21,192}
522,986 935,562 363,364

{171,588) (41,195) (85,444)

46,294 59,254 195,949
(125,294) 18,059 110,505
— (200,000} {200,000)
(224,218) (251,403} (274,974)
(389,371) (451,874} (137,978)
89,664 65,659 36,904

(523,925) (837,618} (576,048)

(126,233) 116,003 (102,179)
271,267 145,034 261,037

$ 145,034 $ 261,037 $ 158,858




UnionBanCal Corporation and Subsidiaries
Notes to Consolidated Financial Statements

December 31, 2005, 2006 and 2007 (Continued)

Note 28—Summary of Quarterly Financial Information (Unaudited)

Unaudited quarterly results are summarized as follows:

2006 Quarters Ended

{Dollars in thousands, except per share data) March 31 June 30 September 30 December 31
Interestincome., . ... ..o v e i e $615,202 $657,500 $696,803 $711,980
Interest expense . . ....... . 151,297 190,995 239,283 266,568
Net interestincome . . .. ........ ... ... ... 463,905 466,505 457,520 445,412
{Reversal of) provision for loan losses ......... {7,000} (1,000) — 3,000
Noninterest income . . .. ... .o vt v v 204,840 207,400 206,399 212,304
Noninterest expense . . .................. 401,993 400,558 404,862 430,436
Income before income taxes . .............. 273,752 274,347 259,057 224,280
Income tax expense . . . . ... .. ... . ... ... 93,358 92,007 87,069 (2,313)
Income from continuing operations . .. ........ 180,394 182,340 171,988 226,593
Income (loss) from discontinued operations before

INCOME aX . . v v o e e e e e e e e (11,896) 924 {2,160) 5
Income tax expense (benefit) . .. ............ (4,447} 353 (878) 164
Income {loss) from discontinued operations ... .. (7,449) 571 (1,282) {159)
Netincome ......... ... ... .uiiiu. ... $172,945 $182,911 $170,706 $226,434
Income from continuing cperations per common

share—basic. .. ....... ... ... .. ...... $ 128 & 128 $ 122 $ 163
Net income per common share—basic . ....... $ 120 $ 128 $ 121 % 162
Income from continuing operations per common '

share—diluted . . ... ... .. ..., ... ..... $ 124 & 126 % 121 % 1.61
Net income per common share—diluted ... .. .. $ 118 % 1.26 $ 120 % 1.61
Dividends pershare™ . ... ............... $ 041 $ 047 & 047 & 047
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UnionBanCal Corporation and Subsidiaries

Notes to Consolidated Financial Statements

December 31, 2005, 2006 and 2007 (Continued)

Note 28-—Summary of Quarterly Financial Information (Unaudited) (Continued)

2007 Quarters Ended

{Dollars in thousands, except per share data) Mareh 31 June 30 September 30  December 31
Interest income . . . ... .. ... ... ... ... ... . $723,771 $736,497 $758,496 $773,652
Interest expense . . ...... ... ... . . 0. 296,549 308,931 333,154 335,130
Net interest income . . ................... 427,222 427,566 425,342 438,522
{Reversal of) provision for loan losses . ........ 4,000 5,000 16,000 56,000
Noninterest income . .. ........ . ......... 210,858 217,916 224,015 215,513
Noninterest expense ... .............. ... 410,866 400,869 397,987 433,683
Income before incometaxes . .............. 223,214 239,613 235,370 164,352
Income tax expense . . . ... v 74,693 75,633 86,692 55,665
Income from continuing operations . . . ... ... .. 148,521 163,980 148,678 108,687
Income {loss) from discontinued operations before

incomefax . ... e 1,765 2,240 (20,910) 88,827
Income tax expense (benefit) . . ... .......... 675 866 309 31,844
Income (loss) from discontinued operations . . . .. 1,080 1,374 (21,219) 56,983
Netincome .. ... ... ... . .. .. ... ....... $149,611 $165,354 §$127,459 $165,670
Income from continuing operations per common

share—basic. .. ....... .. . ... $ 108 % 119 & 108 % 079
Net income per common share—basic ... ... .. $ 108 1.20 % 093 1.21
Income from continuing operations per common

share—diluted . . .. .. ..., ... .... .. ... $ 1.06 % 1.18 &% 1.07 0.78
Net income per common share—diluted .. ... .. $ 1.07 119§ 092 1.20
Dividends per share™™ . ... ............... $ 047 $ 052 $ 0.52 0.52

4 Dividends per share reflect dividends declared on the Company’s common stock cutstanding as of the declaration date.

Note 29-—-Subsequent Event

On January 23, 2008, the Company's Board of Directors declared a quarterly cash dividend of $0.52 per
share of common stock for the first quarter of 2008. The dividend will be paid on April 4, 2008 to stockhalders

of record as of March 7, 2008.

F-125




Report of Independent Registered Public Accounting Firm

To the Board of Directors and Stockholders of
UnignBanCal Corporation

We have audited the accompanying consolidated balance sheets of UnionBanCal Corporation and
subsidiaries (the "Company") as of December 31, 2006 and 2007, and the related consolidated statements of
income, stockholders’ equity, and cash flows for each of the three years in the period ended December 31,
2007. These financial statements are the responsibility of the Company’s management. Our responsibility is to
express an cpinion on these financial statements based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight
Board (United States). Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether the financial statements are free of material misstatement. An audit includes
examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements. An
audit alsa includes assessing the accounting principles used and significant estimates made by management,
as well as evaluating the overall financial statement presentation. We believe that our audits provide a
reasonable basis for our opinion.

In our opinicn, the consclidated financial statements referred to above present fairly, in all material
respects, the financial position of UnionBanCal Corporation and subsidiaries as of December 31, 2006 and
2007, and the results of their operations and their cash fiows for each of the three years in the period ended
December 31, 2007, in conformity with accounting principles generally accepted in the United States of
America.

We have also audited, in accordance with the standards of the Public Company Accounting Oversight
Board (United States), the Company’s internal control over financial reporting as of December 31, 2007,
based on the criteria established in Internal Control—integrated Framework issued by the Committee of
Sponsaring Organizations of the Treadway Commission and our report dated February 28, 2008 expressed an
unqualified opinion on the Company's internal control over financial reporting.

As discussed in Note 1 to the consolidated financial statements, the Company changed its method of
accounting for defined pension and other postretirement plans as of December 31, 2006 in accordance with
Statement of Financial Accounting Standards No. 158, Employers’ Accounting for Defined Pension and Other
Postretirement Plans, an amendment of FASB Statements No. 87, 88, 106, and 132(R).

/s/ DELOITTE & ToucHE LLP
Deloitte & Touche LLP

San Francisco, California
February 28, 2008
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Report of Independent Registered Public Accounting Firm

To the Board of Directars and Stockholders of
UnionBanCal Corporation

We have audited the internal control over financial reporting of UnionBanCat Corporation and subsidiaries
{the “Company”) as of December 31, 2007, based on criteria established in internal Control—Integrated
framework issued by the Committee of Sponsoring Organizations of the Treadway Commission. Because
management's assessment and our audit was conducted to meet the reporting requirements of Section 112 of
the Federal Deposit Insurance Corporation Improvement Act (FDICIA), management’s assessment and our
audit of the Company’s internal control over financial reporting included controls over the preparation of the
schedules equivalent to the basic financial statements in accordance with the instructions for the Consolidated
Financial Statements for Bank Holding Companies (Form FR Y-SC). The Company’'s management is
responsible for maintaining effective internal control over financial reporting and for its assessment of the
effectiveness of internal contro! over financial reporting, included in the accompanying Management's Report
on Internal Control Over Financial Reporting. Cur responsibility is to express an opinion on the Company's
internal control over financial reporting based on our audit.

We conducted cur audit in accordance with the standards of the Public Company Accounting Oversight
Board (United States). Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether effective internal control over financial reporting was maintained in all material
respects. OQur audit included obtaining an understanding of internal control over financial reporting, assessing
the risk that a material weakness exists, testing and evaluating the design and operating effectiveness of
internal control based on the assessed risk, and performing such other procedures as we considered necessary
in the circumstances. We believe that our audit provides a reasonable basis for our opinion.

A company's internal control over financial reporting is a process designed by, or under the supervision of,
the company’s principal executive and principal financial officers, or persons performing similar functions, and
effected by the company's board of directors, management, and other personnel to provide reasonable
assurance regarding the reliability of financial reporting and the preparation of financial statements for external
purposes in accordance with generally accepted accounting principles. A company's internal control over
financial reporting includes those policies and procedures that (1) pertain to the maintenance of records that,
in reasonable detail, accurately and fairly reflect the transactions and dispositions of the assets of the
company; {2) provide reasonable assurance that transactions are recorded as necessary to permit preparation
of financial statements in accerdance with generally accepted accounting principles, and that receipts and
expenditures of the company are being made only in accordance with authorizations of management and
directors of the company; and {3} provide reasonable assurance regarding prevention or timely detection of
unautharized acquisition, use, or disposition of the company's assets that could have a material effect an the
financial statements.

Because of the inherent limitations of internal control over financial reporting, including the possibility of
collusion or improper management override of controls, material misstatements due to error or fraud may not
be prevented or detected on a timely basis. Also, projections of any evaluation of the effectiveness of the
internal control over financial reporting to future periods are subject to the risk that the controls may become
inadequate because of changes in conditions, or that the degree of compliance with the paolicies or procedures
may deteriorate.

In our opinion, the Company maintained, in all material respects, effective internal control over financial
reporting as of December 31, 2007, based on the criteria established in Internal Control—integrated
Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission,

We have not examined and, accordingly, we do not express an opinion or any other form of assurance on
management's statement referring to compliance with laws and regulations.
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We have also audited, in accordance with the standards of the Public Company Accounting Oversight
Board (United States), the consolidated financial statements as of and for the year ended December 31, 2007
of the Company and our report dated February 28, 2008 expressed an unqualified opinion on those financial
statements.

/s/ DELOITTE & TOUCHE LLP
Deloitte & Touche LLP

San Francisco, California
February 28, 2008
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, UnionBanCal
Corporation has duly caused this report to be signed on its behalf by the undersigned, thereunto duly

authorized,

UNIONBANCAL CORPORATION (Registrant)

By:

/s/ MASAAKI TANAKA

By:

Masaaki Tanaka
President and Chief Executive Officer
(Principal Executive Officer)

fs/ Davio | MaTSON

By:

David |. Matson

Vice Chairman and Chief Financial Officer

(Principal Financial Officer)

fs/ DaviD A. ANDERSON

Date:

Il-1

David A. Anderson

Executive Vice President and Controller

{Principal Accounting Officer)

February 28, 2008




Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below
by the following persons on behalf of UnionBanCal Corporation and in the capacities and on the date indicated
below.

Signature Title

* Director
Aida M. Alvarez

* Director
David R. Andrews

* Director
Nicholas B. Binkley

* Director
L. Dale Crandall

* Director

Murray H. Dashe

* Director
Richard D. Farman

* Director
Philip B, Flynn
* Director

Christine Garvey

* Director
Michael J. Gillfillan

* Director
Mohan S. Gyani

Director
Ronald L. Havner, Jr.
* Director
Norimichi Kanari
* Director
Mary S. Metz
* Director

Shigemitsu Miki
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Signature E
* Director
J. Fernando Niebla
* Director
Masashi Qka
* Director
Kyota Omori
* Director
Barbara L. Rambo
* Director
Masaaki Tanaka
* Director

Dean A. Yoost

*By: - /s/ JoHN H. McGUCKIN, JR.

John H. McGuckin, Jr.

Attorney-in-Fact
Dated: February 27, 2008
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UnionBanCal Corporation and Subsidiaries
Management’s Report on Internal Control Over Financial Reporting

The management of UnionBanCal Corporation is responsible for establishing and maintaining adequate
internal control over financial reporting, designed to provide reasonable assurance regarding the reliability of
financial reporting and the preparation of financial statements for external purposes in accordance with
generally accepted accounting principles. Management is also responsible for ensuring compliance with the
federal laws and regulations concerning {oans to insiders and the federal and state laws and regulations
concerning dividend restrictions, both of which are designated by the Federal Deposit Insurance Corporation
{FDIC} as safety and soundness laws and regulations.

We maintain a system of internal accounting controls to provide reasonable assurance that assets are
safeguarded and transactions are executed in accordance with management’s authorization and recorded
properly to permit the preparation of consclidated financial statements in accordance with generally accepted
accounting principles. Management recognizes that even a highly effective internal control system has inherent
risks, including the passibility of human error and the circumvention or overriding of controls, and that the
effectiveness of an internal control system can change with circumstances. Management has assessed the
effectiveness of the Company's internal control over financial reporting as of December 31, 2007, In making
this assessment, management used the criteria set out by the Committee of Sponsoring Organizations of the
Treadway Commission (COSO) in Internal Control—integrated Framework. Based on our assessment, we
concluded that, as of December 31, 2007, the Company's internal control system over financial reporting is
gffective based on the criteria established in /nternal Control-integrated Framework.

Management assessed its compliance with the designated safety and soundness laws and reguiations and
has maintained records of its determinations and assessments as required by the FDIC, Based on this
assessment, Management believes that Union Bank of California, N.A. has complied, in all material respects,
with the designated safety and soundness laws and regulations for the year ended December 31, 2007.

The Company’s internal control over financial reporting and the Company's consoclidated financial
statements have been audited by Deloitte & Touche LLP, Independent Registered Public Accounting Firm.

15/ Masaak! TANAKA

Masaaki Tanaka
President and Chief Executive Officer

/s/ Davip |. MATSON

David |. Matson
Vice Chairman and Chief Financial Officer

/s/ Davip A. ANDERSON

David A. Anderson
Executive Vice President and Controller
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Invest in you'

UnioN

N (®) Mmitsubishi UFJ Financial Group

MUFG

400 California Street
San Francisco, CA 94104
www.unionbank.com

UnionBanCal Corporation 84900-07
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